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The  Senate,  as  in  Committee  of  the  "Whole,  resumed  the  con- 
sideration of  the  bill  (H.  li.  12863)  to  provide  revenue,  and 
for  other  purposes. 

Mr.  PENROSE.  Mr.  President,  the  minority  of  the  Finance 
Committee  of  the  Senate,  with  one  exception,  have  signed  a 
report  on  the  pending  revenue  bill  reciting  their  objections  to 
it.  That  report  has  been  filed  but  has  never  been  read  to  the 
Senate.    It  is  short,  and  I  should  like  the  Secretary  to  read  it. 

The  PRESIDENT  pro  tempore.  Without  objection,  the  Sec- 
retary w'ill  read  as  requested. 

The  Secretary  read  as  follows: 

Mr.  Pe?jrose  (for  liimself,  Mr.  Lodge,  Mr.  McCumbee,  Mr. 
Smoot,  Mr.  Townse::^d,  and  Mr.  Dillingham),  from  the  Com- 
mittee on  Finance,  submitted  the  following  views  of  a  minor- 
ity, to  accompany  H.  R.  128G3: 

The  undersigned  minority  members  of  the  Committee  on  Fi- 
nance feel  constrained  to  withhold  their  support  from  the  pro- 
visions recommeude<l  by  the  majority,  having  for  their  purpose 
the  arbitrary  fixing  of  rates  for  taxes  to  be  collected  mainlv  in 
1920  to  the  estimated  extent  of  5!4,250,OOO,()OO. 

With  respect  to  those  provisions  of  the  bill  as  amended  by  tlie 
committee,  which,  it  is  estimated,  will  produce  ?G,O0O,O00,0O0 
revenue  for  a  full  12-mouths  period,  we  are  generally  in  accord. 
These  provisions  are  the  result  of  months  of  painstaking  delib- 
eration and  are  based  upon  as  accurate  and  reliable  expert 
information  as  it  was  possible  to  obtain  through  every  agency, 
ofhcial  and  other.  They  reflect  actual  business,  industrial,  and 
economic  conditions  now  believed  to  exist,  taking  into  consid- 
eration the  rapid  transition  during  the  year  from  the  maximum 
«-ar-needs  production  to  the  sudden  cessation  of  hostilities  and 
the  arrest  of  war  industry. 

Difflcult  as  was  the  committee's  task,  its  conclusions  as  to  just 
and  proper  bases  of  taxation  upon  current-year  conditions  were, 
at  least,  approximately  definite  and  consonant  with  known  facts. 
We,  therefore,  were  enabled  by  patient  consideration  to  apply 
the  nevv'  and  increased  taxes  in  a  way  to  harmonize,  so  far  as 
practicable,  with  existing  economic,  financial,  and  indu.strial 
conditions,  and  at  the  same  time  to  provide  all  the  revenue  that 
revised  estimates  of  the  Treasury  Department  indicated  as 
necessary  In  view  of  the  signing  of  the  armistice,  namely, 
$6,000,000,000,  or  $2,000,000,000  less  than  was  estimat.^d  the 
bill  carried  when  it  came  to  the  Senate.  The  fact  that  rapidly 
changing  conditions,  while  the  bill  was  under  consideration  in 
the  Committee  on  Finance,  enabled  the  committee  to  reduce 
the  amount  of  taxes  .?2,000,000,000  furnishes  a  forcible  illustra- 
9G841-191G1  3 


4 


tion  of  the  importance  of  legislating  on  the  subject  of  taxation, 
ISO  vital  to  the  country,  with  the  utmost  care  and  in  the  light  of 
ascertained  conditions.  It  further  demonstrates  how  unwise  is 
the  policy  of  haste  and  the  anticipation  of  future  needs  at  a 
time  wlien  radical  changes  in  domestic  and  world  conditions 
render  to-day's  conclusions  perhaps  worthless  to-morrow. 

We  recall  that  it  was  insisted  in  July  and  August,  last,  that 
the  revenue  bill,  not  even  then  prepared,  should  become  a  law 
not  later  than  September  28.  Disaster  to  the  fourth  liberty 
loan  was  predicted  and  apprehension  was  expressed  as  to  the 
inability  of  the  Secretary  of  the  Treasury  to  market  short-time 
certificates  if  the  bill  were  not  on  the  statute  books  by  that  date.  ' 
These  predictions,  fortunately,  were  unfulfilled.  The  Secretary 
experienced  no  difficulty  in  placing  short-time  certificates  and 
the  fourth  liberty  loan  was  oversubscribed.  The  country  was 
not  affected  by  lack  of  knowledge  in  advance  as  to  the  extent 
and  methods  of  taxation,  but  went  ahead  and  met  each  situa- 
tion as  it  arose. 

Who  now  will  claim  that  Congress  was  not  justified  or  lacked 
wisdom  in  deliberating  upon  this,  the  greatest  of  all  tax  bills  in 
history?  The  fact  alone  that  changed  conditions  made  possible 
a  reduction  of  .$2,000,000,000  in  the  interest  of  the  taxpayers 
justifies  the  care  and  scrutiny  given  the  bill  by  those  charged 
with  the  constitutional  duty  of  framing  it. 

In  the  light,  therefore,  of  this  recent  valuable  experience  and  ' 
object  lesson  it  would  be  entirely  without  justification  to  at- 
tempt to  prescribe  for  the  American  people  what  amount  of 
taxes  they  shall  be  called  upon  to  pay  in  the  year  1920.  We 
can  not  fail  to  be  impressed  with  the  many  difficulties  en- 
countered, even  with  every  possible  aid,  in  levying  just  taxes 
for  the  current  year;  and  to  undertake  to  project  ourselves  into 
the  future,  so  filled  with  portentous  changes,  and  arbitrarily 
and  rigidly  to  fix  taxes  for  the  year  1920  is  in  violation  of  every 
sound  principle  of  legislative  procedure,  and  economically  is 
fallacious  and  unsound. 

No  one  can  foresee  the  full  course  of  events  which  will  crowd 
the  intervening  months,  and  no  one  with  any  degree  of  deflnite- 
ness  can  estimate  the  Government's  needs  or  tlie  country's  in- 
dustrial prosperity.  Sources  of  revenue  not  nov*^  tapped  may  be 
made  to  yield  a  just  portion,  thus  relieving  other  sources  from 
onerous  taxation.  Who  can  foresee  clearly  results  from  the  re- 
adjustment and  reconstruction  program  inevitably  impending 
and  bound  to  follow  the  return  of  peace?  Both  capital  and 
labor  are  vitally  interested  in  these  readjustments  and  will  be 
affected  by  tliem  in  a  way  that  can  not  be  foretold.  The  prob- 
lem of  the  high  cost  of  living  is  not  the  least  of  those  awaiting 
attention,  and  a  wise  and  carefully  considered  economic  policy 
must  be  framed  at  the  proper  time  with  full  information  as  to 
the  facts.  Care  must  be  exercised  not  to  disan-ange  our  indus- 
trial system  in  a  way  which  will  render  either  capital  or  labor 
less  employed  in  profitable  pursuits  than  at  the  present  time. 
A  sound  policy  demands  that  no  legislation  shall  be  enacted 
which  will  suddenly  or  unwisely  disturb  values  and  prices. 
Vast  governmental  undertakings  and  agencies,  made  necessary 
by  the  war,  must  come  in  for  a  large  share  of  consideration  as 
to  the  policy  to  be  adopted  with  respect  to  those  activities  in 
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the  future,  thus  presenting  the  most  difficult  domestic  problems 
ever  confronted  by  this  Nation. 

No  program  for  tlie  near  or  even  distant  future  has  been 
OYolvetl — nothing  but  the  merest  outlines,  suggestions,  aud  pre- 
liminaries—and yet,  on  the  threshold  of  these  nebulous  condi- 
tions, it  is  proposed  to  lay  down  a  hard  and  fast  scheme  of  taxa- 
tion for  the  future.  The  only  argument  advanced  in  behalf  of 
this  extraordinary  proposition  to  fix  arbitrarily  the  rates  of  taxa- 
tion in  the  present  bill  for  the  year  1920  is  that  the  taxpayers 
are  entitled  to  know  the  amount  of  reduction  in  taxes  and  the 
character  of  the  taxes  for  that  year.  It  does  not  seem  to  the 
minority  that  this  argument  furnishes  any  justification  for 
violating  the  methods  of  orderly  legislative  procedure.  Every 
taxpayer  in  the  country  knows  that  taxes  will  bo  reduced  after 
this  year  as  the  inevitable  result  of  a  reduction  in  governmental 
needs  following  the  declaration  of  peace.  Every  business  man 
knows  the  next  Congress  can  enact  a  revenue  measure,  based  on 
accurate  information  as  to  the  then  existing  conditions,  which 
will  reduce  the  burdens  of  taxation  so  far  as  the  requirements 
of  tbe  Government  will  permit.  Why,  then,  attempt  to  do  so  in 
this  bill  with  no  knowledge  of  future  conditions  and  need.s? 

As  a  1918  measure  the  undersigned  minority  members  of  the 
conuuittee  concur  in  the  reporting  of  the  bill,  but  the  measure 
^liould  stand  essentially  as  a  1918  measure,  and  the  many 
changes  which  will  be  necessary  to  adapt  the  tax  law  to  condi- 
tions found  to  obtain  in  1919,  and  subsequent  years,  should  fol- 
low and  be  made  at  one  time  and  in  the  light  of  as  full  informa- 
tion as  it  will  be  possible  to  obtain. 

Boies  Penrosk 
H.  C.  Lodge. 

P.  J.  McCUMBEE. 

-        7        ,  "■  Reed  Smoot. 

•    ■     '  ChAS.  E.  TOWIVSEND. 

Wm.  p.  DiLLINGnAM. 

Mr.  PENROSE.  Mr.  President,  I  perhaps  conveyed  a  wrong 
insni-ession  when  I  stated  to  the  Senate  that  this  nnnority  re- 
port was  signed  by  all  the  members  of  the  minority,  with  one  ex- 
ception. I  ought  to  say  that  the  minority  were  unanimous  in 
dissenting  from  the  attempt  to  fix  the  1920  taxes  in  this  bill. 
The  senior  Senator  from  Wisconsin  [Mr.  La  Follette]  re- 
frained from  joining  in  the  minority  report  because  of  the  fact 
that  he  objected  to  the  general  plan  of  taxation  containe<l  in  the 
bill,  in  which  the  other  members  of  the  minority,  realizing  the 
limitations  under  which  the  present  Congress  is  acting,  were 
willing  in  a  general  way  to  concur.  I  think  it  only  fair  to  state 
this,  because  it  shows  a  unanimity  of  protest.  I  desire  to  quote 
from  the  views  filed  by  the  senior  Senator  from  Wisconsin,  in 
which  he  says: 

I  concur  fully  -with  the  minority  report  of  the  Committee  on  Finance 
in  withholding  support  from  the  provisions  rccoramcnch^l  by  the  ni.a- 
jority,  having  for  their  purpose  the  arbitrary  fixing  of  rates  of  taxation 
to  be  collected  in  1920.  In  the  confusion  aiid  chao.s  resulting  from  the 
sudden  lermination  of  the  war.  neither  the  needs  of  the  Government  uor 
the  sources  of  its  income  for  1920  can  be  more  than  wildly  approximated 
at  this  time,  and,  in  my  opinion,  no  sound  reason  for  this  proposed  legis- 
lation has  ever  been  given. 

Then  he  goes  on  to  say — aud  it  explains  why  he  did  uot  sign 
the  report — 

96841-191G1 


6 


1  dissent,  however,  from  so  mucli  of  the  report  of  the  minority  mem- 
bers of  the  Finance  Committee  as  concurs  with  the  majority  in  propos- 
ing to  raise  by  taxation  under  this  bill  only  .$6,000,000,000  or  even  less 
Shan  that  amount  for  the  taxable  year,  and  which  in  consequence  per- 
mits war  profits  and  excessive  incomes  to  escape  fair  and  reasonable 
taxation. 

Then  he  proceeds  in  his  I'eport  to  outline  his  views  on  a  scheme 
of  taxation  whicli  would  meet  his  approval. 

Mr.  President,  as  the  Senate  has  now  reached  the  point  in  the 
bill  where  there  is  a  sharp  divergence  of  opinion  between  the 
united  minority  and  majority  of  the  Finance  Committee,  I  shall 
take  advantage  of  the  opportunity  to  present  briefly  some  of  my 
views  upon  the  pending  measure. 

NO   OPPOSITION   TO  ESSENTIAL   WAR  REVENUE  LEGISLATION. 

This  bill  comes  up  for  enactment  after  peace  has  been  won, 
a  victorious  peace,  gained  in  no  small  part  through  the  de- 
termination, resources,  sacrifices,  and  valor  of  the  people  of  the 
United  States.  The  great  financial  task  of  our  country  is  still, 
however,  to  meet  the  cost  of  the  war,  and  it  is  as  a  war 
measure  that  this  bill  primarily  is  to  be  judged.  It  is  because 
the  bill  is  essentially  a  war  measure  that  I  am  willing  to  support 
it,  although  dissenting  from  the  special  1920  provisions,  and  only 
accepting  many  other  provisions  because  I  realize  that  the  bill  is, 
perhaps,  the  best  that  can  be  had  under  existing  limitations. 
To  raise  by  taxation,  principally  upon  the  incomes  of  the  people 
and  the  industries  of  the  country  for  the  past  year,  about 
.$6,000,000,000 — nearly  six  times  the  prewar  income  of  our  coun- 
try from  all  sources — is  justified  only  hy  the  staggering  ex- 
penditures in  the  great  cause,  and  can  be  sanctioned  only  by  the 
patriotic  spirit  or  our  people. 

The  report  of  the  majority  of  the  Finance  Committee, 
the  address  of  the  Senator  from  North  Carolina,  the  Chairman 
of  the  committee,  furnish  a  detailed  explanation  of  the  meastu'e 
which  I  need  not  duplicate  or  amplify.  I  shall  confine  my 
remarlvs  to  a  brief  statement  of  some  of  the  salient  features, 
an  understanding  of  which  seems  to  me  essential  for  the  con- 
sideration of  the  bill,  in  its  present  form,  by  the  Senate  and  by 
the  country.  I  know  the  measure  is  far  from  perfect,  and  I 
also  recognize  the  dilficulties  which  have  been  encountered. 
Yielding  to  the  consensus  of  opinion  of  the  majority  in  tlie  com- 
mittee and  having  aided  so  far  as  I  could  to  eliminate  objection- 
able features,  and  to  support  a  large  number  of  amendments  of 
great  importance,  which  have  been  adopted,  I  trust  the  bill  will 
pass  at  as  early  a  date  as  may  be  consistent  with  full  considera- 
tion and  discussion.  In  stating  this  I  believe  I  am  also  voicing 
the  patriotic  sentiment  of  the  country,  which  recognizes  the  needs 
of  the  hour  and  is  willing  to  make  the  sacrifice. 


The  pending  bill  primarily  is  a  war  measure.  It  is  the  large.st 
tax  bill  in  the  history  of  modern  countries.  It  reaches  the  high- 
est mark  of  taxation,  and  it  is  hoped  and  expected  that  subse- 
quent measures  will  amend  errors  and  omissions  in  the  present 
bill  and  will  provide  a  steady  reduction  of  taxes  as  the 
affairs  of  the  country  are  readjusted,  and  retrenchment,  cur- 
tailment, and  economy  diminish  the  requirements  of  the  Gov- 
ernment. While  the  war  is  over,  it  must  not  be  imagined  that 
expenditures  can  drop  instantly  to  a  peace  footing.  One  great 
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item  of  expense,  tlie  maintenance  and  pay  of  the  armies  in  the 
:  field,  must  remain  for  some  time,  however  rapidly  the  troops  are 
brought  back.  We  can  not  consider  ourselves  fairly  upon  a 
peace  basis  until  peace  shall  have  been  declared  and  demobiliza- 
tion accomplished. 

EXHADSTITB   CONSIDERATION   OP  BILL   IN  COMMITTEES. 

The  bill  has  had  exhaustive  consideration  in  the  committees 
of  the  House  and  Senate  for  a  period  extending  over  several 
months.  Hearings  have  been  had,  and  information  has  been 
received  from  oflicial  experts  and  from  communications  from 
taxpayers,  fully  reciting  their  views.  I  take  this  opportunity 
to  conmicnd  the  spirit  of  patriotism,  free  from  any  taint  of  par- 
tisanship, which  prevailed  in  the  Committee  on  Finance  during 
the  consideration  of  the  bill.  In  the  deliberations  of  this  com- 
mittee which,  frequently  in  the  history  of  the  country,  has  been 
tl:e  center  of  political  strife  waged  over  economic  questions, 
only  one  purpose  seemed  to  prevail,  and  that  was  to  raise  the 
taxes  required  for  the  needs  of  the  Government  by  methods  fair 
and  equitable.  I  should  also  like  to  say  that  a  similar  spirit 
obtained  among  the  taxpayers  who  appeared  before  the  com- 
mittee, or  saw  the  members  thereof  in  personal  interviews.  I  do 
not  recall  a  single  important  case  where  exemption  from  taxa- 
tion was  requested  for  any  section  or  industry.  The  single  de- 
sire on  the  part  of  the  taxpayers  seemed  to  be  that  the  taxes 
should  be  levied  along  lines  fair,  equitable,  and  sound  from 
an  economic  point  of  view.  Further  than  that  no  claim  was 
raised. 

TAX   ADVISOItl  BOARD. 

In  the  act  of  1917  many  glaring  inconsistencies  and  omissions 
exist.  A  large  number  of  these  defects  were  cured  by  the  rul- 
ings and  constructions  of  the  Tax  Advisory  Board  created  and 
supported  by  the  Secretary  of  the  Treasury  and  the  Commissioner 
of  Internal  Revenue,  and  I  talce  this  opportunity  to  express  my 
appreciation  of  the  invaluable  work  accomplished  in  this  connec- 
tion by  the  board.  Its  rulings  and  constructions  have  been 
sane,  wise,  and  courageous,  and  have  resulted,  in  my  opinion, 
in  preventing  m.any  disastrous  results  which  might  have  fol- 
lowed from  the  act  of  1917  had  the  board  not  undertaken  to 
interpret  the  act  on  broad  and  equitable  lines.  The  remark- 
able feature  about  the  board  has  been  its  lack  of  legal  power 
to  determine  finally  taxes  or  constructions.  Its  power  has  been 
entirely  of  a  recommendatory  character,  and  I  do  not  know  of 
any  case  of  importance  where  its  decisions  have  been  over- 
ruled. The  taxpayer  has  had  the  privilege  of  appealing  directly 
to  the  board  and,  on  the  whole,  I  recall  few  bureaus  of  the 
Treasury  Department  which  have  administered  such  trying  and 
arduous  duties  more  effectively.  The  board  has  been  retained 
in  the  present  bill,  ajid  it  is  v/orthy  of  note  that  it  has  been  the 
deliberate  purpose  to  refrain  from  bestowing  any  actual  power 
upon  the  board  beyond  that  of  recommendation,  the  thought 
being  that  it  can  perform  its  duties  most  effectively  and  retain 
the  confidence  of  Government  oflicials  and  taxpayers  more 
firmly  by  continuing  its  powers  as  purely  recommendatory. 

CODIFICATION  OF  TAX  LAWS. 

I  have  referred  to  the  many  defects  in  the  present  law  which 
have  been  partiaUy  remedied  by  rulings  of  the  Treasury  De- 
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partment,  and  which  have  been  more  fully  and  definitely  cor- 
rected in  the  pending  bill  by  the  excellent  amendments  made 
by  the  Committee  on  Finance.  I  think  it  well  to  call  particular 
attention,  in  passing,  to  a  very  confusing  defect  in  the  present 
law  which  lias  been  corrected  in  the  pending  bill.  I  refer  to 
the  very  objectionable  feature  of  the  1917  legislation  in  that  the 
income  tax  was  left  spread  through  two  statutes.  Tliis  made 
it  difficult  for  the  taxpayer  to  find  out  what  his  rights  and  ob- 
ligations were.  In  the  present  bill  these  taxes  have  been  put 
in  a  single  statute.  It  was  most  confusing  to  the  taxpayer  to  be 
confronted  with  this  independent  extension  of  additional  taxes 
running  all  through  the  law  of  1917,  including  excess-profits 
taxes.  The  present  measure  is  a  complete  codification  of  the 
tax  laws,  so  far  as  concerns  the  internal-revenue  system.  In 
other  words,  the  existing  law  is  now  codified  and  reenacted  with 
the  additional  increased  taxes  and  amendments,  so  that  the  old 
law  is,  for  all  practical  purposes,  to  be  disregarded  except  in 
so  far  as  the  few  paragraphs  relating  to  the  Tariff  Commission, 
a  protective  tarift'  on  dyestuffs,  and  a  few  other  paragraphs  are 
concerned.  It  is  needless  to  say,  however,  that  the  present  law 
will  still  continue  to  affect  cases  pending. 

ISIP0RT.4NT  TREASURY  DECISIONS  EMBODIED  IN  AMENDMENTS. 

I  have  referred  to  the  very  excellent  work  done  by  the  Tax 
Advisory  Board  in  construing  the  present  law,  and  I  am  glad  to 
be  able  to  say  that  most  of  the  important  Treasury  decisions 
construing  the  present  law  have  been  embodied  in  amend- 
ments, while  many  new  provisions  have  been  made  to  re- 
lieve the  taxpayer  from  discrimination  and  inequality.  In 
some  instances  these  relief  provisions  have  been  especially 
designed  to  secure  maximum  of  production  in  articles  considered 
essential  in  the  present  emergency. 

Mr.  SIMMONS.  Mr.  President,  if  the  Senator  will  pardon 
me  right  in  that  connection,  I  should  like  to  say,  so  that  it  may 
be  understood  by  the  Senate,  that  v/hile  we  have  made  no 
change  in  the  House  rates  in  the  income  tax  and  none  in  the 
excess-profits  tax  and  surtax,  except  a  slight  reduction  in  the 
excess-profits  tax  for  1919  and  some  modifications  in  the  surtax 
schedule  only  slightly  affecting  the  revenue,  yet  we  have,  through 
the  amendments  the  Senator  is  now  speaking  about,  very  ma- 
terially I'educed  the  income  of  the  Government  from  those  taxes. 
Whatever  substantial  deductions  have  been  made  in  the  income 
and  profits  taxes  for  1919  have  been  made  through  the  so-called 
ameliorative  or  relief  measures  to  which  the  Senator  is  now 
referring,  and  which  were  adopted  by  the  committee  in  order 
to  remove  the  hardships  growing  out  of  a  rigid  enforcement  of 
the  definition  of  invested  capital  as  it  is  found  in  the  present  lav/ 
and  the  pending  bill. 

Mr.  PENROSE.  Mr.  President,  I  am  glad  the  chairman  of 
the  committee  has  illuminated  the  subject  by  his  interruption, 
because  there  is  some  misapprehension  as  to  the  character  of 
these  relief  provisions.  I  take  it  that  in  some  cases  they  have 
resulted  in  a  reduction  of  revenue,  and  in  some  particular  cases 
in  .a  very  large  reduction ;  but  such  revenue  has  been  made  up 
elsewhere,  and  we  were  very  fortunate  in  being  confronted 
later  on  with  a  situation  where  we  could  reduce  the  revenue  and 
still  meet  the  requirements  of  the  Secretary  of  the  Treasury. 
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Mr.  SIMMONS.  And  the  rodnctioiis  have  been  made  in  a 
spirit  of  fairness  and  justness  to  the  taxpayer. 

Mr.  PENROSE.  Yes ;  and,  Mr.  President,  the  fact  that  it  re- 
duced the  revenue  never  was  an  argument,  to  my  mind,  against 
adopting  a  provision  to  prevent  injustice  or  inequality,  or  in 
favor  of  levying  a  tax  on  one  man  who,  perchance,  has  an  un- 
dercapitalized concern  with  his  good  will  left  out,  on  one  side 
of  the  street,  and  another  man,  with  liis  good  will  capitalized 
at  an  enormous  figure,  on  the  other  side  of  the  street,  one  pay- 
ing heavy  taxes  and  the  other  going  scot  free.  Neither  has  it 
persuaded  me,  Jlr.  President,  that  revenue  might  he  lost  if 
the  amendment  were  adopted  by  which  the  Government  would 
not  impose  a  tax  on  the  taxpayer  when  at  the  end  of  the  year 
he  had  incurred  a  loss  instead  of  a  profit.  The  Government 
can  devise  many  ways  of  imposin.g  taxes  without  taxing  the 
bankrupt,  or  without  framing  a  tax  system  so  full  of  hard- 
ship and  inequality  that  men  wonder  what  kind  of  reasoning 
tlie  Congress  adopted  to  devise  such  a  scheme. 

In  fact.  Ml-.  President,  on  the  point  suggested,  the  general  im- 
pression prevailed  in  the  committee  that  these  amendr.ients  were 
of  very  great  and  particular  importance  at  the  present  time. 
The  taxes  heretofore  have  been  so  very  much  lower  that  inequal- 
ity, while  it  might  work  injustice,  could  perhaps  be  borne  b.v 
the  taxpayer  in  a  war  measure,  but  when  we  were  confronted 
by  the  provisions  of  a  bill  raising  enormous  revenues  by  taxes 
higher  than  were  ever  dreamed  of  in  this  country,  and  consid- 
eralily  higher,  in  most  instances,  than  those  prevailing  in  any 
other  country,  it  became  very  evident  th.at  it  was  absolutely 
necessary  to  amend  the  l)ill  wherever  possible  by  carefully  pi'O- 
pared  amendments  whicli  would  meet  many  complicated  con- 
tingencies and  avoid  gross  inequality,  inequity,  and,  perhaps,  dis- 
astrous financial  results. 

DIRECT   AND   INDIRECT  TAXATION. 

Direct  taxation  is  comparatively  new  in  the  United  States. 
Until  within  the  last  few  ye;irs,  whatever  fiscal  polic5'  may  have 
prevailed  in  the  country,  the  bulk  of  the  revenue  was  raised 
from  the  customhouse  an  1  by  certain  recognized  and  estalilished 
internal  i-evenue  taxes,  cliiefly  on  liquor  and  tobacco.  Later  on, 
in  1IJ09,  the  revenues  were  supplemented  by  excise  taxes,  followed 
by  a  small  income  tax  in  1913.  It  was  only  in  1016  and  1917, 
however,  that  the  Government  of  the  United  States  undertook 
to  raise  by  direct  taxes — I  mean  taxes  upon  income,  personal 
and  corporate — any  great  portion  of  its  revenue.  Our  expe- 
rience with  this  system  of  taxation  is  therefore  brief.  Some 
assistance  in  solving  the  intricate  problems  which  such  a  sys- 
tem involves  is  to  be  derived  from  England,  where  income  taxes 
have  been  long  established.  No  country,  however,  has  expe- 
rienced the  repressive  effect  of  rates  as  high  as  those  in  tliis 
bill.  No  European  country  lias  to  meet  in  this  field  the  same 
problems  which  arise  in  the  United  States.  In  England,  for 
example,  industries  are  mainly  old  and  established.  Here  a 
large  part  of  our  essential  production  is  carried  on  by  new 
enterprises,  constantly  developed  by  the  initiative  of  our  peo- 
ple in  the  midst  of  the  opportunities  afforded  in  a  new  coun- 
try. As  a  continuing  levy  anything  like  the  prespnt  rates 
would  operate  strongly  to  discourage  and  repress  that  invalu- 
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able  /inieriran  initiative  and  enterprise.  The  repressive  effect 
would,  I  am  confident,  cost  tlio  Government,  even  in  revenue, 
far  more  than  the  additional  yield  of  high  rates.  It  would 
tend  to  force  industries  into  stagnation. 

Profiting,  so  far  as  we  might,  by  the  example  of  other  coun- 
tries, but,  chiefly,  being  compelled  to  work  out  our  own  prob- 
lems from  our  brief  experience  with  direct  taxes  in  the  last 
fev/  years,  and  after  the  most  exhaustive  study  of  industrial  and 
finauciar  conditions  in  this  country,  we  have  had  to  move 
slowly  and  steadily  along  firzn  ground  where  the  topography 
was  fully  known.  The  perils  of  theoretical  schemes  of  taxation 
had  to  be  avoided.  Attractive  in  theory,  a  little  study  of  these 
propositions  shows  that  we  might  be  embarking  \Tpon  un- 
charted waters.  I  am  inclined  to  the  conclusion  that  it 
is  impossible  to  work  out  any  single  theory  of  taxation 
that  will  lead  to  success.  I  have  more  faith  in  the  lessons  of 
experience  and  practice  than  in  the  teachings  of  theory.  For 
instance,  it  is  urged  that  the  schedule  of  miscellaneous  taxes 
is  arbitrary,  and  the  fact  is  that  the  schedule  must  be  acknowl- 
edged to  be  historical,  accidental,  and  experimental.  Taxes  of 
this  kind  can  not  be  worked  out  on  any  singlj,  definite  plan, 
but^must  proceed  in  the  light  of  experience ;  and  yet  the  miscel- 
laneous taxes  which  we  have  had  during  the  past  year  seem 
to  have  worked  out  satisfactorily  and  without  undue  hardship, 
and  I  believe  that  the  new  schedules,  which  have  been  made  as 
moderate  as  possible,  and  in  most  cases  below  the  rates  im- 
posed in  the  House  bill,  v.ill,  as  temporary  taxes,  go  equally 
well. 

On  the  other  hand,  it  has  been  urged  that  we  should  super- 
sede by  a  single  uniform  and  simple  sales  tax  what  has  been 
described  as  a  jumble  of  miscellaneous  taxes,  or,  to  pursue  the 
theory  to  its  logical  conclusion,  that  we  should  adopt  some  kind 
of  a  turnover  tax.  I  have  yet  to  discover  a  workable  plan  for 
such  a  sales  or  turnover  tax.  For  instance,  one  suggestion  is 
that  a  tax  of  one  per  cent,  levied  on  all  sales  made  in  this 
country,  would  be  simple  and  yield  nearly  v;3,000,000,000  of 
revenue,  but  I  fail  to  find  that  such  a  tax  would  be  simple  as 
alleged.  In  the  case  of  some  articles,  for  instance,  which  pass 
through  several  trade  channels  before  reaching  the  ultimate  con- 
sumer, the  tax  would  be  applied  four  or  five  times,  while  in  the 
case  of  other  articles  reaching  the  consumer  more  directly  from 
the  manufacturer,  the  tax  would  be  added,  perhaps,  only  once 
or  twice. 

This  inequality  naturally  would  tend  to  create  dissatisfac- 
tion on  the  part  of  the  consumers.  It  would  also  operate  as  a 
great  discrimination  in  favor  of  the  very  large  industry,  com- 
prehending several  different  branches  within  itself,  as  com- 
pared with  the  small  producer,  who  has  to  make  use,  perhaps, 
of  other  manufacturers,  jobbers,  and  trade  channels,  for  articles 
which  the  big  concern  supplies  for  itself.  To  meet  these  difiicul- 
ties  it  has  been  suggested  that  the  tax  should  be  1  per  cent  on 
sales  at  retail,  which  tax  would  yield  about  $1,000,000,000. 
Confining  the  tax  to  retail  sales  would,  it  is  claimed,  work  strange 
discrimination.  AVould  the  farmer  be  required  to  pay  this 
tax  on  his  plow  if  he  bought  it  from  the  local  hardware 
dealer?  If  so,  he  might  be  discriminated  against  as  compared 
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•vrith  the  larfre  agricxiltiiral  operator  of  the  "West,  who  buys 
perhaps  20  plows  in  a  lot  from  the  wliolesale  doalor.  If,  on 
the  other  hand,  sales  of  articles  used  only  for  pi-oduction,  even 
when  made  at  retail,  are  not  to  be  taxed,  and  the  tax  is  to  be 
confined  to  articles  used  only  for  consumption,  the  tax  becomes 
most  difficult  of  administration  and,  unless  put  at  a  high  rate, 
can  not  produce  very  much  revenue.  This  plan  for  a  general 
sales  tax  may  have  much  merit  and  be  worthy  of  careful 
future  consideration,  but  up  to  the  present  time  I  have  not 
seen  any  scheme  concretely  worked  out  and  capable  of  just 
application. 

PEOPORTION  OF  REVENUE  ■WHICH  SHOULD  EE  RAISED  BY  LOANS  AND  TAXES. 

In  the  same  way  it  is  well  to  avoid  being  beguiled  by  theories 
as  to  the  proportion  of  revenue  which  should  be  raiswl  by 
loans  and  by  taxes.  I  have  already  referred  to  the  difference 
in  conditions  prevailing  among  the  nations  immediately  menaced 
by  the  war  as  contrasted  with  our  conditions  here.  In  this 
instance  also  it  seems  to  me  that  the  exercise  of  common 
sense,  and  the  arrival  at  conclusions  after  a  careful  study 
of  the  facts,  will  bring  better  practical  results  than  the  pur- 
suit of  theories.  We  must  look  at  the  requirements  of  the 
Government  and  the  condition  of  industry.  In  England  the  pro- 
portion of  expenditures  of  the  Government  raised  by  taxation 
during  the  war  years  through  1917,  including  amounts  loaiwd 
to  foreign  governments,  has  been  estimated,  I  am  informed, 
at  a  little  over  22  per  cent,  while  in  France  the  pro- 
portion was  smaller,  being  some  14  per  cent.  In  contrast 
with  this  relation  between  loans  and  taxes  it  is  interesting 
to  note  the  similar  relation  disclosed  in  the  present  bill.  The 
Secretary  of  the  Treasury's  revised  estimate  of  actual  govern- 
mental expenditures  for  the  fiscal  year  ending  June  30,  1919, 
is  approximately  ?18,000,000,000.  It  is  estimated  that  this 
bill  will,  for  a  full  12  months'  period,  yield  approximately 
.?6,(X"JO,000,000,  or  331  per  cent,  of  the  total  of  this  vast  ex- 
penditure. 

Mr.  SIMMONS.    Mr.  President  

Mr.  PENROSE.    I  yield  to  the  Senator. 

Mr.  SIMMONS.  I  infer  from  what  the  Senator  has  already 
?taid,  although  he  has  not  directly  expressed  himself  to  that 
effect,  that  in  his  opinion  33i  per  cent  is  about  as  much  as  we 
eught  to  raise  by  taxation. 

Mr.  PENROSE.  That  is  my  opinion;  and  it  is  much  larger, 
I  was  about  to  say,  than  that  raised  by  any  other  country  in 
the  world. 

Mr.  SIMMONS.  I  wish  to  a.sk  the  Senator  tMs  question: 
Assuming  that  the  expenses  of  the  Government  for  1920  will 
be  about  $7,000,000,000,  in  round  numbers — the  estimate  of  the 
department  being  between  !?6,000,0(X),000  and  $7,000,000,000— 
the  Senator  would  think  that  $4,000,00(t,000  of  that  amount 
would  be  ample  to  raise  by  taxation,  would  he  not? 

Mr.  PENROSE.  If  the  estimates  for  the  following  year  are 
correct,  I  should  be  entirely  satisfied  with  that  proportion.  My 
contention  is,  however,  that  we  do  not  know  whether  those 
estimates  are  correct  or  what  our  expenses  will  be. 

Mr.  SIMaiONS.  Let  me  ask  the  Senator :  Suppose  the  ex- 
penditures, instead  of  being  what  the  department  estimates, 
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should  be  as  larjje  as  the  Senator  from  Utah  [Mr.  Smoot] 
estimates— namely,  $10,000,000,000— then  would  the  Senator 
still  think  that  $4,000,000,000  raised  by  taxation  would  be  a 
sufficient  amount? 

Mr.  PENROSE.  If  the  Senator  from  North  Carolina  will 
wait  a  few  moments  I  shall  proceed  to  discuss  what  my  idea  is 
of  tlie  limit  of  direct  taxes. 

Mr.  SIMMONS.  I  thought  the  Senator  indicated  33J  per 
cent  as  his  idea  of  the  amount  to  be  raised. 

Mr.  PENROSE.  I  do  not  think  there  is  any  magical  figure. 
I  was  trying  to  show  that  we  are  levying  by  taxation,  in  rela- 
tion to  loans,  considerably  more  than  England  and  over  twice  as 
much  as  France.  I  was  simply  stating  a  fact.  I  hope  to  show 
as  I  proceed,  if  the  Senator  will  permit  me,  what  would  be  an 
answer  to  his  question. 

Mr.  SIMMONS.  I  entirely  agree  with  the  Senator,  that  we 
are  raising  by  taxation  in  this  bill  for  the  year  1920  a  very 
much  larger  per  cent  than  is  raised  by  France  or  England. 

Mr.  NORRIS.    Will  the  Senator  yield  to  me  for  a  moment? 

Mr.  PENROSE.    I  yield. 

Mr.  NORRIS.  I  should  like  to  suggest  to  the  Senator  that  the 
rule  he  lays  down,  however  v,'e  may  disagree  on  it,  certainly 
would  not  apply  to  a  time  of  peace. 

Mr.  PENROSE.    I  have  not  laid  down  any  rule. 

Mr.  NORIilS.  The  Senator  from  North  Carolina  referred  to 
1920,  a  year  after  the  war.  When  we  are  on  a  peace  basis  we 
will  expect  to  raise  all  the  money,  and  more,  too,  by  taxation  to 
run  the  Government. 

Mr.  PENROSE.    I  think  so. 

Mr.  SIMIMONS.  That  depends.  It  may  be  that  we  will  be 
able  to  pay  our  war  expenses  during  the  fiscal  year.  Then  our 
taxes  will  be  comparatively  very  low  next  year,  very  much 
lower  than  the  department  has  estimated  and  very  much  lower 
than  the  Senator  from  Utah  has  estimated.  But  if  our  ex- 
penditures for  the  year  1920  reach  $10,000,009,000  or  $7,000,- 
000,000,  it  is  clear  that  these  amounts  will  greatl.v  exceed  the  ex- 
penses of  the  Government  in  normal  times.  It  is  clear  that  in 
either  event  a  large  part  of  the  expenditures  will  be  war  ex- 
penditures not  paid  during  the  war  but  paid  after  the  war.  The 
question  is  not  when  we  pay  them  but  whether  when  we  do  pay 
them  we  are  paying  war  expenses  as  well  as  peace  expenses.  If 
wo  have  to  pay  next  year  $10,000,000,000  nobody  would  say  that 
exceeding  $4,000,000,000  would  be  peace  expenditures.  Tiie  other 
$6,000,000,000  necessarily  would  be  vv^ar  expenses  that  we  have 
not  been  able  to  pay  this  year  and  carried  over  to  the  next  year. 
Therefore  they  should  be  dealt  with  just  as  war  expenses  are 
dealt  with  this  year. 

,Mr.  PENROSE.  I  do  not  think  there  is  any  substantial  dis- 
agreement. I  concede  that  the  war  is  not  over  by  any  means, 
so  far  as  exnenses  go. 

Mr.  SIMMONS.  Or  if  it  is  over,  if  the  Senator  will  pardon 
me,  we  will  not  be  able  to  pay  our  war  expenses  this  year,  and 
thev  will  be  carried  over  to  another  year. 

Mr.  PENROSE.   Certainly ;  and  further  than  that,  Mr.  Presi- 
dent, the  very  large  item  in  our  war  expenses  is  the  enormous 
cost  of  the  pay  and  maintenance  of  2,000,000  men  in  France. 
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Thej'  can  not  he  bronglit  back  immediately ;  neitlior  ran  tliey 
be  brouglit  back  without  due  regard  for  our  responsibilities  in 
Europe.  I  do  not  favor  remaining  too  long  in  Europe  and  par- 
ticipating in  their  troubles  there,  but  I  am  informed  that  the 
mere  physical  return  of  the  troops  will  require  sis  or  seven 
months,  or  perhaps  a  year. 

Mr.  SIMMONS.  The  Senator  certainly  would  not  suggest 
that  if  our  expenditures  in  the  fiscal  year  1920  are  $10,000,- 
000,000  because  we  have  not  lieen  able  to  clear  up  our  war  iu- 
deijtedness.  we  should  raise  that  $10,000,000,000  by  taxation? 

INIr.  PENROSE.    Oh,  no. 

Mr.  SimiONS.    Certainly  not. 

Mr.  PENROSE.  I  simply  wanted  to  call  attention  to  the  fact 
that  these  war  expenses  must  continue  this  year  and  for  an- 
other year.  Some  Senators  silting  near  me,  who  are  conversant 
with  the  situation,  say  that  it  will  take  three  years  to  bring  the 
troops  back,  and  that  they  are  better  paid  than  any  soldiers  in 
the  world.  We  have  run  the  war  on  a  more  expensive  basis 
than  any  nation  in  the  world,  and  we,  of  course,  have  these  war 
expenses.  At  the  same  time  I  entirely  agree  with  the  junior 
Senator  from  Nebraska  [Mr.  Norhik]  that  when  we  once  get  on 
a  peace  footing  and  war  expenditures  are  abolished,  taxes 
should  then  pav  all  the  revenues  of  the  Government. 

Mr.  SIMMONS.  Undoubtedly. 

Mr.  PENROSE.  As  they  always  have  in  the  history  of  the 
American  Government. 

Mr.  SlilMONS.  AVe  ought  then  to  cense  bond  issues.  We 
ought  to  call  upon  the  people  to  pay  each  year  as  we  go  after  we 
get  rid  of  these  war  expenditures.  We  can  not  afford  to  do  it 
now,  because  if  we  should  do  it  and  the  war  expenditures  carried 
over  for  future  liquidation  should  be  as  great  as  indicated  by 
some  Senators,  we  would  have  to  impose  heavy  war  taxes  upon 
the  people  of  the  country  for  years  to  come. 

Mr.  PENROSE.  Mr.  President,  I  do  not  think  it  has  been 
amiss  to  have  elucidated  this  point.  I  have  received  recently  a 
large  number  of  letters  from  people  asking  "  why  do  we  not 
proceed  to  a  normal  tax  system?"  They  forget  the  war  is  not 
over  and  that  demobilization  has  not  as  yet  been  achieved. 
This  they  ou.gbt  to  realize. 

Mr.  SIMMONS.  I  will  interrupt  the  Senator  just  to  say  that 
I  have  had  letters  of  that  f^ort  from  people  saying.  "We  are 
perfectly  willing  to  pay  these  high  taxes  in  time  of  war.  but 
the  war  is  over  and  these  taxes  ought  to  be  taken  off  of  us." 
That  would  be  true  provided  that  when  the  war  is  over  we  are 
rid  of  the  war  expenses — not  expenditures  that  may  accumu- 
late in  the  future  or  after  the  war  terminates,  b\it  expenses 
that  may  have  accumulated  or  may  accumulate  during  the  war 
and  that  have  not  yet  been  met  and  can  not  be  met  during  the 
fiscal  yefir. 

Mr.  PENROSE.  I  think  there  are  a  very  large  number  of 
people  who  have  no  conception  of  the  exp<;'nditTires  of  a  war 
nature  which  the  Government  will  have  to  provide  long  after 
peace  shall  have  been  declared,  and  I  suggest  this  without  ad- 
vocating in  any  way  a  policy  of  prolonged  and  continued  inter- 
ference in  European  affairs.  I  simply  .stated  that  our  relation 
of  taxes  to  loiins  is  one-third  greater  than  that  iu  England  and 
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over  twice  tliat  in  France  to  show  that  the  American  people  are 
standing  a  heavier  tax  burden  in  relation  to  loans  than  any  of 
the  allied  nations  from  whom  we  have  any  definite  information. 

I  am  vv'illing  to  go  as  far  as  anyone  in  raising  as  much  of 
the  war  expenses  of  the  Government  as  possible  from  current 
revenue.  I  am  willing  to  set  aside  the  argument  for  the  pres- 
ent that  posterity  can  well  afford  to  pay  the  larger  part  of 
these  expenditures,  which  ultimately  will  result  in  such  tre- 
mendous gains  for  our  coinitry  and  for  civilization.  Neither 
will  I  now  lay  stress  on  the  fact  that  even  the  indebtedness 
already  incurred  is  small  as  compared  with  the  resources 
of  the  country,  and  certainly  is  not  to  be  -  compared 
with  the  similar  debts  of  the  allies,  not  to  mention  the  damages 
and  losses  they  have  suffered.  Our  debt  even  now  is  easily 
borne  and  managed  and,  in  a  nation  which  is  destined  in  the  near 
future  to  grow  in  power  and  wealth  by  leaps  and  bounds,  it  is 
reasonable  to  expect  its  liquidation  at  a  not  distant  period. 
But  apart  from  all  these  considerations,  there  is  one  insur- 
mountable limit  beyond  which  w.e  can  not  go  in  the  way  of 
taxation.  It  v/ould  seem  that  the  argument  is  unanswerable 
that  we  can  not  tax  the  individuals  and  industries  of  the  coun- 
try beyond  the  point  whicii  can  be  endured  without  stagnation 
or  destruction.  Suppose  we  talie  the  extreme  argument  that 
the  greater  part  of  all  incomes,  personal  and  corporate,  be  ap- 
propriated by  the  Government  to  defray  the  expenses  of  the 
v^'ar  and  demobilization.  But  one  result  would  inevitably  fol- 
low— the  absolute  cessation  of  all  extension  and  development 
of  business,  the  complete  suspension  of  all  work  involving 
initiative  and  enterprise,  the  utter  failure  of  business  to  expand 
or  develop,  or  even  to  maintain  the  necessary  upkeep  for  the 
conduct  of  industrJ^ 

It  would  fail  to  secure  revenue  because  industry  would  cease 
to  produce  income.  Therefore,  assuming  tJiat  we  are  willing  to 
levy  taxes  to  the  limit  of  endurance,  we  can  go  only  to  that 
limit — and  we  can  not  pass  it — at  which  corporations  can  re- 
tain sufficient  funds  to  permit  them  to  operate  and  individuals 
can  still  have  left  enough  incentive  to  prompt  that  splendid 
initiative  and  enterprise  which  are  the  chief  sources  of  the 
greatness  of  America.  I  am  firmly  convinced  that  the  present 
taxes  approach  that  limit.  I  am  of  the  opinion  that  if  we  go 
much  further  we  will  overreach  ourselves  in  the  very  object  of 
securing  the  revenue  we  have  in  mind.  Perhaps  these  taxes  can 
be  borne  in  view  of  the  fact  that  they  are  temporary  in  their  na- 
ture. They  inevitably  must  be  lowered  in  the  following  year  sub- 
stantially, and  it  is  to  be  hoped  that  in  a  comparatively  short 
period  a  system  of  direct  taxes  can  be  devised,  together  with  a 
scheme  for  the  refunding  and  payment  of  our  national  debt, 
which  v.dll  place  our  tax  system  upon  a  reasonable  and  enduring 
basis  so  that  the  country  may  be  able  to  proceed,  carrying  its 
burden,  it  is  true,  but  carrying  it  cheerfully  and  bravely,  in  the 
tremendous  task  of  reconstruction  and  development.  After  all, 
even  if  the  taxes  are  high  for  this  year,  even  if  sacrifices  have  to 
be  made  and,  in  numerous  instances,  money  has  to  be  borrowed 
to  pay  the  taxes  and  profits  have  to  be  postponed,  the  American 
taxpayers  will  be  inspired  by  the  same  patriotism  manifested 
by  tliem  throughout  the  war  in  their  generous  response  to 
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each  call  for  liberty  loans.  In  tlieir  patriotism  and  sacrifico 
they  have  been  second  only  to  those  who  have  given  their  full 
measure  of  devotion  upon  the  field  of  battle. 

PLAN    OP  TAXATION. 

In  discussing  briefly  the  details  of  the  bill  I  should  like  first 
to  refer  to  the  plan  of  taxation.  This  bill  will,  according  to  the 
estimates,  raise  from  miscellaneous  sources,  principally  bever- 
ages and  tobacco,  approximately  $1,370,000,000,  and  from  incomes 
approximately  $4,600,000,000.  The  latter  amount  will  be  taken 
from  corporate  incomes  estimated  at  $10,000,000,000,  and  from 
individual  incomes  subject  to  normal  tax  (account  being  taken 
of  the  exemptions  allowed)  of  $4,700,000,000.  When  it  is  con- 
sidered that  a  large  part  of  the  estiniated  income  is  not 
available  for  distril)ution  or  use  as  cash,  but  is,  in  a  sense,  paper 
income  being  tietl  up  in  inventories,  plant  equipment,  and  work- 
ing capital,  the  weight  of  the  tax  burden  imposed  by  this  bill  is 
apparent.  The  individual  surtax  rates  attaining  65  per  cent  in 
addition  to  the  normal  tax  of  12  per  cent  contrast  witli  the  high- 
est figure  adopted  in  England  of  slightly  over  52  per  cent,  and 
with  the  figure  of  slightly  over  12  per  cent  in  France.  The  sur- 
tax rate  of  05  per  cent  upon  incomes  of  $1,000,000  or  over  con- 
trasts with  the  surtax  rate  of  50  per  cent  upon  incomes  of 
$1,000,000  in  Canada.  A  tax  schedide  which  subjects  any  indi- 
vidual incomes  to  a  total  levy  of  77  per  cent  is  entirely  without 
precedent  in  the  history  of  taxation  in  any  country.  While 
England  has  had  the  war  at  her  very  doors,  and  was  by  way  of 
the  air  actually  invaded,  this  bill,  as  I  understand  it,  exacts  from 
the  income  of  corporations  at  least  as  much  as  does  the  law  of 
England,  and  on  large  individual  incomes  it  levies  the  highest 
rates  in  the  world. 

RATES   FOR    FUTUM  TKAHS   CAN   NOT   BE   DETERJIINBD  NOW. 

The  rates  for  future  years  can  not  be  determined  now.  I  had 
the  report  of  the  minority  of  the  Finance  Comndttee  read  before 
I  began  my  remarks,  and  it  is  not  necessary  for  me  to  go  into 
this  phase  of  the  matter  at  any  great  length,  but  I  should  like  to 
observe,  in  passing,  that  I  do  not  see  how  it  can  be  logically 
cli'.imed  that  the  rates  for  future  years  can  be  now  determined. 
Strongly  as  I  feel  the  necessity  of  reducing  rates  for  the 
future,  I  do  not  believe  that  an  attempt  to  provide  for  the  future 
sliould  be  made  in  this  bill,  autl  the  minority  members  practi- 
callv  all  unite  in  this  dissent. 

Mr.  SIMMONS.  Mr.  President,  will  the  Senator  from  Penn- 
svlvania  pardon  me? 

The  PPESIDINC4  OFFICER  (Mr.  Moses  in  the  chair).  Does 
the  Senator  from  Peinisylvania  yield  to  the  Senator  from  North 
Carolina  ? 

Mr.  PENROSE.  Yes. 

Mr.  SIMMONS.  I  have  in  my  hand,  given  to  me  by  the 
clerk  of  the  Appropriations  Committee  of  the  Senate,  the  esti- 
mates of  all  the  departments  for  the  year  1020.  The  House 
Appropriations  Committee  has  those  estimates,  and  is  now 
framing  the  bills  based  upon  them.  The  proposed  bills  have 
been  sent  to  the  Connnittee  on  Appropriations  of  this  body  in 
advance  of  their  action  npon  them.  I  suppose  there  must  be 
some  way  in  which  the  departments  can  determine  beforeiiand 
with  reasonable  definitenoss  what  would  be  the  expenditures. 
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Otherwise,  they  could  not  present  these  figures  to  the  two  bodies 
of  Congress  as  the  basis  of  appropriations  for  1920. 

Mr.  PENROSE.  Mr.  President,  I  have  no  doubt  the  depart- 
ments have  made  estimates,  and  doubtless  they  have  made  out- 
side estimates  of  far  more  money  than  they  will  be  called  upon 
to  spend.  I  do  not  have  very  great  confidence  in  the  estimates 
of  the  departments  at  this  time ;  in  fact,  during  the  last  two 
years  the  frequently  changing  estimates  handed  in  by  the  de- 
partments have  shaken  my  confidence  in  them  altogether  in  this 
connection.  I  am  willing  to  make  due  allowance  for  the  rapid 
changes  whicli  have  occurred  from  day  to  day  and  from  mouth 
to  month  during  the  war  period ;  but  I  know  the  Secretary  of 
the  Treasury  came  to  the  Finance  Committee,  and  has  come 
during  the  last  year  and  a  half,  with  an  estimate  one  week 
and  that  in  another  week  four  or  five  million  dollars  more  were 
added,  and  then  more,  imtil  I  for  one,  I  will  say  candidly,  did 
not  know  "  where  I  was  at "  or  what  I  could  expect. 

Mr.  SIMMONS  Mr.  President,  the  Senator  from  Pennsyl- 
vania will  recall  that,  while  what  he  states  is  true,  when  the 
Secretary  of  tlie  Treasury  came  before  the  Committee  while  we 
were  framing  the  present  law  and  stated  that  the  estimates  had 
been  increased  since  they  wore  originally  made  by  the  War  De- 
partment and  the  Navy  Department,  still  he  did  not  ask  for  any 
more  money  by  taxation ;  that  he  did  not  think  they  would  need 
to  levy  heavier  taxes  upon  the  people.  , 

"The  Senator  will  also  recall  tliat  this  year,  while  the  cooimittee 
swas  engaged  in  I'evising  the  pending  bill,  long  before  the  armis- 
tice, the  departments  brought  in  some  very  considerable  addi- 
tional estimates  after  the  appropriation  bills  had  been  passed ; 
and,  under  the  direction  of  the  committee,  I  inquired  of  the  Sec- 
retary of  the  Treasury  if  he  would  ask  that  more  money  be 
raised  by  taxation  as  the  result  of  those  additional  estimates, 
and  we  were  advised  that  he  would  not  ask  any  additional  sum 
by  way  of  taxation. 

I  think  it  is  quite  likely  that,  in  addition  to  these  estimates  of 
appropriations  of  $7.443,000,000 — and  the  estimates  of  the  actual 
expenses  are  less — later  the  departments  may  come  in  and  ask 
for  more.  They  are  not  so  likely  to  do  that,  however,  as  they 
were  in  the  time  of  war,  because  then  we  were  constantly  in- 
creasing and  enlarging  our  program,  calling  for  more  money. 
They  may  come,  and  probably  will  come ;  but,  as  I  understand 
from  the  testimony  of  the  Secretary  of  the  Treasury  before  the 
committee,  even  if  the  appropriations  hereafter  should  exceed 
those  asked  for  by  );lie  departments,  $4,000,000,000  would  still,  in 
his  judgment,  be  enough  to  raise  by  taxation  during  the  year 
1920. 

Mr.  PENROSE.  Mr.  President,  has  the  chairman  of  the 
committee  the  estimates  on  his  desk? 

Mr.  SIJIMONS.  Yes;  I  have  the  estimates  of  appropriation 
dnd  I  can  give  also  the  estimates  of  expenditures  here,  and  I  will 
put  them  in  the  Record  if  the  Senator  so  desires. 

Mr.  PENROSE.  I  should  like  to  have  them  put  in  the  Record, 
and  I  should  like  to  ask  what  the  total  is? 

Mr.  SIMMONS.  The  total  estimate,  including  postal,  regular, 
permanent,  and  indefinite  appropriations  is  $8,089,667,298.07. 
Deducting  from  that  the  postal  revenues  $358,307,577,  and  the 
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sinking  fund  requirement  of  the  present  law,  whicli  is  $287,943,- 
883,  leaves  a  total  of  $7,443,415,838.07.  I  ask  that  the  table  of 
estimates  be  inserted  in  the  Recoed  at  this  point. 

The  PRESIDING  OFFICER.  Without  objection,  it  is  so 
ordered. 

The  table  referred  to  is  as  follows : 

Estimates  of  appropriations  1919-1020. 

Agriculture   $30,  048,  786.  00 

Army   1,  916,  905,  572.  IG 

Diplomatic  and  Consular   11,  042,  236.  66 

District  of  Columbia   15,  92S,  819.  00 

Fortification   574,  237,  273.  30 

Indian   11,  939,  813.  89 

Legislative,  etc   116,  021,  816.  83 

Military  Academy   6,  032,  862.  70 

Navy   2,  644,  307,  046.  05 

Pension   220,  050,  000.  00 

Post  Office   358,  307,  577.  00 

River  and  harbor   15,  870,500.00 

Sundry  civil   902,  231,  235.  48 

Total  regular  estimates   0,  822,  923,  5.59.  07 

Permanents  and  indefinites   1,  266,  743,  759.  00 

Total  regular  and  permanents  and  indefinites  esti- 
mates  8,  089,  667,  298.  07 

Deduct : 

Sinking  fund  requirements  $287,  943,  883 

Postal  Service,  payable  from  pos- 
tal revenues   358,  307,  577 

 ■      646,  251,  4«0.  00 

7,  443,  415,  838.  07 

The  estimated  expenditures  1919-1920  are: 

The  Treasury  estimates  of  actual  expenditures  for  the  fiscal 
year,  1919-20,  amount  to,  in  round  numbers,  about  $6,250,000,000. 

Mr.  WARREN.  Mr.  President,  may  I  inquire  at  what  time 
those  estimates  were  submitted? 

Mr.  SIMIMONS.  Of  appropriations?  The  clerk  of  the  Appro- 
priations Committee  of  the  Senate  handed  them  to  me  this  morn- 
ing and  told  me  they  were  the  estimates  sent  in. 

Mr.  WARREN.  The  Senator  does  not  know  how  lately  tliey 
have  been  prepared? 

Mr.  SIMMONS.  No,  I  do  not;  but  they  are  before  the  com- 
mittee now.  I  take  it. 

Mr.  WARREN.  Of  course  the  Senator  realizes  that  they  are 
only  an  approximation  at  the  present  time. 

Mr.  SliMMONS.    That  is  so  always. 

Mr.  WARREN.  It  is  so  now  more  than  ever  before.  It  is  so 
nov,'  even  more  than  if  the  war  vras  still  on. 

air.  SIMMONS.  I  disagree  with  the  Senator  about  that.  I 
think  in  times  of  vv'ar,  when  we  were  constantly  changing  our 
program  and  increasing  expenditures  from  day  to  day,  develop- 
ing new  plans  and  new  schemes,  we  were  likely  to  have  a  great 
many  more  additional  estimates  over  those  at  first  sent  in  than 
we  are  now  when  the  war  is  over  and  we  are  drifting  back 
toward  normal  conditions. 

Mr.  WARREN.  Unfortunately,  the  war  is  not  over  yet ;  and, 
on  the  other  hand,  there  are  many  thousands  of  contracts  in 
connection  with  which  an  attempt  is  being  made  to  secure 
legislation  to  effect  a  settlement.  They  amoimt  not  only  to 
millions  of  dollars  but  to  billions  of  dollars;  and,  of  course,  it 
is  a  matter  of  uncertainty  at  the  present  time  to  estimate  what 
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it  is  2oing  to  cost  to  secure  a  settlement  where  a  contract  is 
sought  to  be  canceled  by  the  Government  and  where  the  i-ights 
are  with  the  other  contracting  party  who  must  be  bought  off. 

air.  SIMMONS,  l^ly  understanding  is  that  the  departments, 
in  making  their  estimates  for  expenditures  for  the  fiscal  year 

1919  in  cutting  down  and  determining  what  they  can  save, 
have'  taken  care,  so  far  as  they  could  in  their  estimates,  of  the 
prol3able  expenditures  as  a  result  of  the  cancellation  of  con- 
tracts; so  that  I  do  not  think  that  will  figure  very  largely  in 

the  matter.  .  ,      ,     ^  i.- 

While,  of  course,  there  is  some  uncertainty  about  these  esti- 
mates l'  think  there  is  less  uncertainty  about  the  estimates  for 

1920  than  there  is  about  the  estimates  for  the  present  fiscal 
year  I  am  firmly  convinced  of  that;  and,  while  we  are  going 
to  have  as  the  Senator  says,  to  pay  some  damages  for  the 
cancellation  of  contracts  and  things  of  that  sort,  we  are  going 
to  have  also  an  immense  salvage  account  this  year  that  will 
result  in  bringing  a  large  sum  of  money  into  the  Treasury. 

Then,  Mr.  President,  we  ought  to  consider,  too,  that  we  are 
"■oing  to  hate  as  soon  as  the  war  closes  nearly  $10,000,tXX),000 
in  the  bonds  of  the  allies,  the  best  securities  in  the  world,  be- 
cause whatever  miglit  have  been  said  about  French  bonds  and 
about' English  bonds  and  Italian  bonds  in  case  the  allies  should 
liave  lo.st  this  fight,  now  that  they  have  won  there  can  be  no 
question  about  the  solvency  of  those  securities  and  about  then- 
high  class.  Of  course,  those  bonds  are  marketable,  and  we  can 
utilize  them  for  the  pui-i>ose  of  relieving  the  people  from  ex- 
cessive taxes  in  the  future. 

More  than  that,  Mr.  President,  I  want  to  say  now,  if  the 
Senator  from  Pennsylvania  will  let  me  trench  upon  his  time 
sufficiently  to  say  it  

Mr.  PENROSE.  Certainly. 

Mr.  SIMMONS.  I  will  say  now  that  I  do  not  believe  that  the 
people  of  this  countrv  are  going  to  consent  that  the  central  pow- 
ers shall  escape  without  duly  and  properly  reimbursing  this 
country  for  the  great  losses  that  have  been  inflicted  upon  it  by 
tlie  methods  which  they  have  pursued  in  this  war.  I  do  not 
know  whether  the  central  lowers  will  be  able  to  pay  the  de- 
mands that  are  made  upon  them  by  the  allies  and  by  the  United 
Slates;  but  whatever  those  demands  are,  based  upon  the  ca- 
pacity 'of  that  countrv  to  pay— and  that  ought  to  be  the  only 
limitation— the  United  States  must  have  the  same  percentage  of 
its  losses  allowed  as  the  other  allies,  with  the  possible  exception 
of  France  and  Belgium.  That  will  bring  us  a  large  fund;  so 
that  in  the  end,  Mr.  President,  considering  the  bonds  which  we 
shall  get  from  the  allies  and  which  we  can  market  whenever  we 
desire^to  do  so— amounting  to  nearly  $10,000,000,000— and  con- 
sidering the  monev  we  shall  get  by  way  of  reparation  and  in- 
demnity from  our  defeated  foes,  I  think  that  the  burden  of  war 
taxation  will,  in  the  last  analysis,  not  be  so  heavy  as  we  now 
sometimes  think  it  will  be. 

While  the  proceeds  of  bonds  and  reimbursements  may  not  en- 
tirely wipe  it  out,  (lur  war  expenditures,  I  hope.  Mr.  President,  as 
the  result  of  the  marketing  of  these  securities  and  the  applica- 
tion to  our  indebtedness  of  this  indemnity  money,  that  in  the 
course  of  a  few  years  the  burden  of  indebtedness  that  the 
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United  States  lias  incurred  on  account  of  the  war  will  be  largely 
recouped,  and  that  the  people  of  this  country  can  be  relieved 
of  taxes  to  pay  these  obligations  in  the  coming  years  to  the 
extent  of  that  recoupment. 

Mr.  PENROSE.  Mr.  President,  I  have  no  doubt  the  depart- 
ments have  made  their  estimates  and  recommendations  to  the 
committees  of  the  House  of  Representatives  and  to  the  Secretary 
of  the  Treasury;  in  fact,  they  could  not  very  well  avoid  so 
doing.  That  had  to  be  done.  I  only  want  to  repeat,  however, 
that  in  the  last  year  and  a  half  I  have  had  all  confidence 
shaken  in  the  estimates  of  the  Treasury  Department,  because 
they  have  been  constantly  changing  in  the  direction  of  greater 
and  greater  expenditures.  I  make  the  criticism  most  respect- 
fully, because  I  know  that  events  have  been  piling  up  in  an 
extraordinary  fashion,  and  perhaps  no  one  could  predict  with 
any  accuracy  what  the  requirements  would  be.  For  tlie  very 
same  reason  I  claim  that  in  the  period  to  come,  stored  as  it  is 
with  portentious  possibilities,  we  can  not  count  on  any  accuracy 
in  these  estimates. 

I  do  not  believe,  Mr.  President,  that  the  Treasury  Department 
or  any  of  the  heads  of  departments  can,  with  the  least  approxi- 
mation to  accuracy,  tell  what  the  revenue  requirements  of  the 
Government  will  be  for  1920.   No  one  can  surely  predict  the  con- 
ditions which  will  follow  during  a  period  so  stored  with  great 
events.   To  .iust  ^yhat  extent  taxes  can  be  reduced  in  the  future 
and  by  what  method  can  not  now  be  told.   These  difficult  ques- 
tions should  be  decided  in  the  light  of  the  latest  and  most  com- 
plete information  as  to  actual  business  conditions  and  revenue 
requirements.    The  only  argument  advanced  in  favor  of  this 
legislation  for  the  future  is  that  the  taxpayer  should  receive  cer- 
tain assurances  as  to  his  situation  for  the  following  year,  but  it 
is  impossible  to  give  him  any  positive  assurance  when  future  con- 
ditions are  entirely  unknown.    In  any  event,  every  business  man 
in_  the  country  knows  that  the  taxes  imposed  in  this  bill  in- 
evitably must  come  down,  no  matter  what  happens,  and  the  only 
real  question  presented  is  as  to  the  details  and  methods  of  taxa- 
tion.   Therefore,  practically  all  of  the  minority  members  of  the 
Finance  Committee  are  united  in  dissenting  from  the  1920  pro- 
visions of  the  pending  bill  and  leaving  it,  so  far  as  incomes  and 
profits  are  concerned,  as  a  1918  measure,  to  be  amended  by  a 
subsequent  Congress  only  when  we  can  ascertain  what  the  Gov- 
ernment needs  and  what  the  country  can  stand. 

WAR  EXCESS  PROFITS  TAX 

I  desire  now,  Mr.  President,  to  discuss  in  detail  a  few  of  the 
most  important  and  novel  features  of  the  pendiu"  revenue  bill 
To  one  of  these  I  want  to  refer  especially,  and  that  is  the  war 
excess  profits  tax.  The  plan  adopted  by  the  committee  avoids 
the  alternative  scheme  appearing  in  the  House  bill.  I  do  not 
know  that  I  can  define  better  wnat  the  committee  has  done  in 
this  respect  than  to  quote  from  the  report  of  the  committee  as 
follows : 

"The  House  bill  provides,  in  effect,  alternative  war-proflts 
and  excess-profits  taxes,  the  taxpayer  to  pay  whichever  is  the 
higher.    To  this  plan  grave  objection  was  made  on  constitu- 
tional grounds  and  because  the  scheme  was  ti'oublesome  to  the 
66841-19161 


20 


taxpayer.  The  plan  was  also  criticized  as  conferring  imdue 
discretion  on  the  Treasury  Department. 

"  In  place  of  tliis  alternative  scheme  the  committee  recommends 
a  pinc,le  war  excess-protits  tax,  which  is  mathematically  cqniva- 
lent  to  an  alternative  plan  at  the  same  rates.  Tt  unifies  the 
two  taxes  by  the  simple  device  of  including  the  war-profits  tax 
as  an  additional  bracket  of  the  rate  schedule. 

"The  committee  has  also  simplified  and  reduced  the  rates  of 
the  excess-profits  tax  adoi)ted  by  ihe  House.  The  rates  im- 
posed in  the  House  bill  were  35  per  cent  of  the  net  income  in 
excess  of  the  excess-profits  credit  (.^3,000  plus  8  per  cent  of  the 
invested  capital)  and  not  in  excess  of  15  per  cent  of  the  invested 
capital ;  50  per  cent  of  the  net  income  in  excess  of  15  per  cent 
and  not  in  excess  of  20  per  cent  of  the  invested  capital;  and  70 
per  cent  of  the  net  income  in  excess  of  20  per  cent  of  the  in- 
vested capital.  The  conuuittec  proposes  in  lieu  of  the  House 
brackets  of  35,  50,  and  70  per  cent  two  brackets  of  30  and  CO 
per  cent,  with  no  change  in  the  deduction  or  '  excess-profits 
credit.'  The  third  bracket  of  the  committee  plan  is,  as  stated 
before,  simply  the  war-profits  tax  of  80  per  cent." 

It  will  thus  be  seen  that  the  plan  adopted  by  the  committee 
avoids  the  alternative  scheme  appearing  in  the  House  bill.  It 
will  also  be  noted  that  the  committee  has  reduced  somewhat 
the  rate  to  whicli  corporations  having  no  excess  of  current 
earnings  over  prewar  earnings  will  be  subject.  There  is  re- 
tained upon  the  excess  of  earnings,  over  prewar  earnings,  the 
rate  of  SO  per  cent.  This  extremely  high  rate,  however,  by  no 
means  applies  to  all  of  any  corporation's  income.  Protective  de- 
ductions have  been  carefully  provided. 

These  deductions,  meant  to  assure  to  corpoi-ations,  free  from 
excessive  tax,  some  return  upon  the  capital  of  every  corporate 
enterprise,  depend  largely  wiwn  tlie  computation  of  "  invested 
capital."  Last  year's  law,  in  which  was  begun  the  experiment 
of  a  special  profits  tax,  made  use  of  this  invested 
capital  conception.  Variations  in  methods  by  which  en- 
terprise has  been  financed,  in  the  nature  of  business  proper- 
ties, in  the  history  of  the  development  of  different  businesses, 
in  methods  of  accounting,  and  in  methods  of  stock  issues,  as 
well  as  in  the  relation  of  stock  issues  to  bond  issues,  have  been 
so  great  that  it  was  found  impossible  to  apply  any  single 
definition  of  invested  capital.  Acting  under  certain  clauses  of 
the  law  of  1917  the  Treasury  Department  wisely  worked  out 
various  relief  provisions  which,  in  the  enforcement  of  the  stat- 
utory plan,  operate  to  prevent  intolerable  discrimination  and 
excess  in  assessments  as  between  taxpayers.  The  Hou.se  bill, 
notwithstanding  the  great  increase  in  the  rates  of  the  profits 
tax,  did  not  embody  a  number  of  these  protective  provisions. 
Without  atter.ptiug  to  go  into  detail  I  can  assure  the  Senate 
that  all  of  the  protective  and  relief  provisions  worked  out  by 
the  department  fi-om  its  actual  practice  have  now  been  em- 
bodied in  the  bill.  These  relief  provisions,  far  more  necessary 
than  before  the  adoption  of  the  higlier  rates,  will,  I  am  sure, 
continue  to  prevent  injustice  as  l^etween  different  taxpayers 
and  will  temper  the  apparent  severity  of  the  letter  of  the  law. 

The  question  of  subjecting  individuals  and  partnerships  to 
the  war  excess-profits  tax  was  given  very  ample  attention 


21 


and  consideration  by  the  committee.  Their  exemption  from 
this  tax  is  an  apparent  discrimination  against  industry  wliieh 
happens  to  be  carried  on  under  the  corporate  form.  I  be- 
came convinced,  liowever,  that  because  of  the  high  surtax  rates 
to  wliich  individual  incomes  are  to  be  subject,  even  where  de- 
rived tlirough  partnerslups,  this  discrimination  is  more  appar- 
ent than  real  and  that  the  difficulties  of  placing  individuals 
under  tlie  tax  are  insuperaljle.  I  am  tlie  more  reconciled  to 
this  conclusion  because  of  my  belief  that  in  the  interests  of  the 
economic  and  fiscal  welfare  of  the  country  any  special  profits 
tax,  however  labeled,  ought,  in  the  near  future,  to  be  altogether 
abolished.  In  its  place  should  be  substituted  some  carefully 
worlxed-out  scheme  of  general  and  uniform  taxation  upon  in- 
come. The  Secretary  of  the  Treasury  has  urged  the  giving  up 
of  any  vestige  of  the  excess-profits  tax  in  this  very  bill,  al- 
though, his  recommendation  has  not  been  supported  by  the 
majority  of  the  committee.  His  views,  however,  as  to  the 
repressive  and  discriminatory  character  of  a  so-called  excess- 
profits  tax  are  entitled  to  the  most  careful  consideration. 

INCOME  TAX  ;  ADEQUATE  RECOGNITION  OF  LOSSES  SHORTAGE  IN  INVENTORY 

VALUES. 

The  nature  of  the  income  tax  is  readily  understood,  and  it 
is  of  the  new  and  ameliorative  features  only  that  I  wisli  to 
speak.  I  should  lilie  now  to  call  attention  to  the  admirable 
amendments  looking  to  adequate  recognition  of  losses.  I  call 
attention  particularly  to  the  amendments  relating  to  shrinkage 
in  inventory  values  concerning  which  very  many  communications 
v/ere  received  from  taxpayers  by  the  committee  generally,  and  by 
the  individual  members  thereof.  Under  the  present  law  income 
for  a  single  year  is  subjected  to  the  full  rate  of  tax  without  re- 
gard to  the  past  or  future  financial  operations  of  the  taxpayer. 
If  in  the  previous  year,  however,  the  taxpayer  now  to  be  taxed 
sustained  a  loss  instead  of  making  a  profit  it  is  clearly  unjust  to 
tax  this  year's  profits  without  letting  him  first  make  up  last 
year's  loss ;  and  if  for  the  next  year  he  sliould  show  a  loss  in- 
stead of  a  gain  it  seems  just  again  to  permit  him  to  apply 
against  his  previous  year's  income  the  amount  by  which  liis 
outgo  exceeds  his  income.  In  other  words,  in  enforcing  higli 
rates  of  tax  there  should  be  taken  into  account  the  taxpayer's 
operations  over  some  series  of  years  and  not  merely  his  opera- 
tions for  a  single  year  in  which  special  conditions  may  prevail. 
What  is  in  effect  averaging  of  income  is  permitted  by  the  special 
provision  as  to  net  losses  in  section  204  of  the  bill. 

This  provision,  Mr.  President,  was  discussed  yesterday  after- 
noon in  the  Senate,  and  I  do  not  think  those  who  were  disposed 
to  criticize  it  fully  understood  its  purport  and  meaning.  There 
is  no  doubt  that  it  is  a  very  liberal  provision,  and  that  it  will 
entail  a  loss  of  revenue ;  but,  as  I  said  earlier  in  the  discussion, 
the  loss  of  revenue  is  no  argument  to  my  mind  if  it  is  a  ques- 
tion of  gross  inequality  and  inequity,  or  if  the  revenue  is  to  be 
raised  by  taxing  a  man  who  has  suffered  only  losses,  and  I 
am  glad  that  the  Senate  sustained  the  committee  and  retained 
this  paragi'aph  in  the  bill.  Why,  Mr.  President,  even  with  this 
provision  in  the  measure,  much  anxiety  still  prevails  all  over  the 
country  upon  other  questions  of  losses,  and  I  ought  to  say  here 
that  these  provisions  are  not  in  the  interest  of  the  so-called  very 
96841-191G1 


22 


lnrp;e  corporations.  They  produce  under  the  most  favorable  con- 
ditions and  do  not  have  the  lean  years.  These  relief  provi- 
sions to  which  I  am  about  to  refer  are  distinctly  and  preemi- 
nently in  favor  of  the  small  taxpayer  from  one  end  of  the  land 
to  the  other.  The  great  concerns  could  proceed  on  their  way 
very  cheerfully  without  any  of  these  provisions ;  but  it  is  the 
average  man  tloing  business,  whether  as  a  dealer  or  as  a  manu- 
facturer, who  has  his  inventories  of  stock,  or  who  requires 
relief  along  other  lines  to  which  I  shall  now  refer,  for  whom 
these  relief  measures  are  intended.  There  was  no  occult  pui-pose 
in  devising  them  to  enable  anyone  to  escape  taxes,  or  to  favor 
any  class  of  industry,  individuals,  or  section  of  the  country. 
The  man  dealing  in  wheat  in  the  West,  or  keeping  a  grocery 
store  in  a  small  town  on  the  plains,  is  perhaps  more  directly 
and  keenly  interested  in  this  and  the  other  relief  provisions 
tlian  the  great,  big  concerns  in  metropolitan  centers. 

Mr.  GRONNA.   Mr.  President,  will  the  Senator  yield? 

Mr.  PENROSE.    I  will. 

Jlr.  GRONNA.  There  were  two  questions  debated  yesterday, 
if  I  remember  correctly.  The  first  one  was  the  question  of 
making  the  inventory.  Of  course,  as  I  understood,  there  was 
really  no  objection  to  the  change  in  regard  to  that. 

Mr.  PENROSE.  I  had  no  objection.  I  do  not  know  whether 
the  Senate  adopted  the  Senator's  amendment  or  not.  I  do  not 
recall. 

Sir.  GRONNA.  I  withdrew  my  amendment  for  the  present 
because  I  was  assured  that  the  amendment  proposed  by  the 
connnittee  would  in  efl'ect  take  care  of  the  matter.  But  I  rose 
to  call  the  attention  of  tlie  Senator  to  this  fact.  1  know  he  does 
no  intcntionaJlv  wish  to  confuse  the  two  subjects. 

Mr.  PENROSE.  No. 

Mr.  GRONNA.  There  are  really  two  distinct  and  separate 
sul)jects:  The  question  of  taking  the  inventory  based  upon  a 
fair  valuation  or  a  market  valuation  was  one,  and  the  question 
of  being  permitted  to  make  re<luotions  on  losses  sustaintnl  in  the 
years  past  is  a  distinct  and  separate  question,  as  I  understood  it. 

Mr.  PENROSE.  I  think  I  understood  the  Senator  from  North 
Dakota,  and  in  making  this  brief  reference  to  the  opposition 
which  occurred  yesterday  I  did  not  mean  in  any  way  to  oppose 
the  Senator's  amendment,  nor  did  I  have  the  Senator's  amend- 
ment in  mind,  I  may  say.  I  had  more  in  mind  the  actual  vote 
which  occurred  on  the  question  of  sustaining  the  committee 
when  some  15  or  16  Senators  saw  lit,  as  was  their  right,  to 
vote  against  the  committee.  I  only  wanted  to  say  that  I  feared 
the  character  of  the  amendment,  by  reason  of  the  href  debate 
in  the  absence  of  full  explanation  and  statistics,  might  not 
have  been  fully  understood,  as  is  often  tlie  case. 

Mr.  GRONNA.  As  the  Senator  knows,  there  was  no  vote 
taken  on  the  amendment  which  provided  for  making  reduction 
in  the  inventory ;  that  is,  there  was  no  objection  to  it.  The 
objection  was  to  another  section  which  provides  that  any  losses 
sustained  in  past  years  may  be  deducted  in  the  future. 

Mr.  PENROSE.  Then,  no  doubt,  my  reference  was  a  little 
misleading.  I  should  have  said  that  objections  to  measures  of 
relief  of  this  peculiar  ch.aracter,  perhaps,  have  not  been  fully 
understood,  and  hence  there  arose  the  suggestion  of  criticism 
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to  an  amendment  of  this  kind.  Tliat  is  what  I  should  have  said 
to  make  myself  clear. 

Many  taxpayers,  however,  have  espressetl  a  fear  that  this 
new  provisiou  does  not  fully  prevent  injustice  through  taxing 
profits  largely  dependent  upon  inventories  of  goods  at  war 
prices  when  the  value  of  these  goods  may  suffer  a  shaiTP  de- 
cline. The  committee  could  not  agree  to  permit  reserves  neces- 
sarily arbitrary  against  inventory  values,  but  did  provide,  in 
section  214  (9)  and  234  (13),  that  if  after  any  year's  profit 
has  been  calculated  a  loss  is  for  the  first  time  ascertained,  due 
to  the  shrinkage  in  the  level  of  inventory  values  or  other 
similar  cause,  there  may  immediately  be  an  adjustnaent  of 
tlie  tax  for  the  past  year,  allowing  full  recognition  of  this  loss, 
even  though  not  sustained  through  actual  sales. 

A.MOKTIZAII0Jf. 

A  source  of  much  anxiety  to  concerns  which  have  attempted 
to  respond  to  the  need  of  the  country,  and  even  upon  the  de- 
mand of  the  Government  for  increased  production  of  articles 
contributing  to  the  prosecution  of  the  war,  are  the  losses  which 
they  face  through  the  shrinkage  in  value  of  equipment  and 
■  plants  acquired  at  unprecedented  cost  and  likely  to  prove  of 
little  or  no  value  under  established  peace  conditions.  The 
House  bill  provided  that  in  determining  the  taxable  income 
of  such  concerns  there  might  be  deducted  from  gross  income 
reasonable  allowances  for  such  shrinkage  in  value  estimated 
or  actually  sustained.  In  the  House  bill  this  allowance  was, 
without  apparent  justification,  limited  to  25  per  cent  of  the  net 
income  otherwise  taxable. 

DErLETION. 

The  committee  gave  very  careful  consideration  to  the  ques- 
tion of  depletion.  The  just  taxation  of  incomes  derived  from 
the  operation  of  mines  and  of  oil  and  gas  wells  is  a  particularly 
,  difiicult  matter.  This  is  due  to  the  fact  that  part  of  what  appar- 
ently is  income  is  in  reality  a  mere  return  of  the  capital  of  the 
enterprise.  When,  for  example,  a  ton  of  coal  is  sold  the  excess 
of  what  is  received  from  the  cost  of  mining  of  that  ton  of 
coal  is  by  no  means  11  income ;  part  of  that  excess  must  be 
treated  as  a  repayment  of  what  was  invested  in  the  mine  from 
whicli  the  coal  was  taken.  Such  allowances  for  the  extractive 
industries  are  covered  by  the  depletion  provision.  The  com- 
mittee changed  the  language  of  this  provision  to  assure  con- 
tinuance of  the  recognition  of  valuation  of  deposits  as  of  IMarch 
1,  1913,  as  the  basis  for  the  deduction  in  the  case  of  all 
property  acquired  by  the  taxpayer  on  or  before  that  date.  In 
pursuance  of  a  policy  permitting,  so  far  as  practicable,  the 
development  of  new  resources  of  this  character  they  also  pro- 
vide for  a  more  liberal  allowance  than  heretofore  permitted  in 
the  case  of  newly  discovered  mines,  or  oil  or  gas  wells,  per- 
mitting the  deduction  to  be  based  on  the  fair  market  value  of 
property  discovered  instead  of  its  cost. 

COJJSOLIDATED  EETDRNS. 

A  very  important  provision  worked  out  by  the  Treasury  De- 
partment in  its  administration  of  the  excess-profits  tax  for  the 
past  year,  but  which  was  expressly  rejected  by  the  House,  is 
that  relating  to  consolidated  returns.  In  carrying  its  business 
in  different  States,  and  also  in  carrying  on  different  but  closely 
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related  lines  of  business,  it  has  been  found  necessary  to  employ 
tlie  medium  of  a  number  of  different  corporations,  substantially 
all  of  the  stock  of  which  is  held  by  one  company  or -by  the  con- 
trolling individuals.  It  is  impossible  to  determine  the  true 
protits  of  such  a  combined  enterprise  except  by  treating  the  en- 
terprise as  a  unit  and  disregarding  the  incidental  placing  of 
different  branches  in  legally  separate  corporations.  Nonrecog- 
nitipn  of  this  unity  In  getting  at  true  income  may  prevent  the 
Government  from  subjecting  the  full  income  to  tax  or  may 
result  in  subjecting  the  enterprise  to  undue  tax.  The  committee 
has,  therefore,  embodied  a  provision  requiring  consolidated  re- 
turns of  income  of  afliliated  corporations.  Such  returns  are  to 
be  used  not  merely  for  the  purpose  of  calculating  profits 
tax  but  for  the  purpose  of  calculating  the  12  per  cent  income 
tax.  Tliis  section  represents  a  determination  to  deal  justly 
with  business,  whatever  its  form  of  organization,  and  to  prevent 
I)usiness  from  escaping  just  tax  by  shifts  in  its  form  of  organ- 
ization. 

NO  DllTEEICNTIAL  TAX  ON  CORPORATE  INCOME. 

Tlie  committee  could  not  be  persuaded  that  there  was  any 
justification  in  the  differential  tax  on  corporate  income.  The 
provision  of  the  House  bill  imposing  an  18  per  cent  rate  upon 
all  of  a  corporation's  net  income,  except  the  portion  used  for 
tlie  distribution  of  dividends,  for  the  payment  of  indebtedness, 
and  investment  in  Liberty  bonds,  was  entirely  objectionable.  It 
would  have  operated  to  put  a  premium  on  improvident  and 
reckless  corporate  management,  and  to  subject  to  penalty  those 
conservative  methods  of  business  administration  which  have 
characterized  the  most  wisely  handled  corporations.  It  was  a 
direct  tax  upon  corporate  thrift.  The  committee  has  wisely 
abolished  this  differential  and  restored  a  flat  rate  of  tax  upon 
corporate  incomes. 

INnERITANCE  TAX,  '  v 

The  tnxing  of  estates  is,  to  my  mind,  properly  a  matter  for 
the  States  and  not  for  the  United  States  Government.  Tlie 
States  are  faced  with  the  burden  of  raising  more  revenue  than 
ever  before.  Sooner  or  later  the  collision  between  tlie  States 
and  the  Federal  Government  in  the  field  of  jurisdiction  over 
taxation  is  bound  to  become  serious.  ■  I  was  impressed  with 
this  thought  when  I  referred  to  the  situation  in  a  speech  I 
made  in  the  Senate  in  the  summer  of  1916  upon  the  then  pend- 
ing revenue  bill,  when  I  culled  attention  to  the  situation  which 
was  tlien  already  developing.  I  will  ask  tlie  Secretary  to  read  a 
brief  quotation  from  my  remarks  at  that  time  on  the  subject. 

The  PRESIDING  OFFICER  (Mr.  Tf.ammell  in  the  chair). 
The  Secretary  will  read  as  requested. 

The  Secretary  read  as  follows : 

"  The  States  of  the  Union  and  the  large  municipalities  therein 
all  require  large  revenues  for  purposes  not  thought  of  a  few 
years  ago.  Our  municipalities  ai'e  neai'ly  all  heavily  in  debt, 
and  are  in  most  ca.ses  restricted  to  a  limited  field  of  taxation. 
The  municipal  needs,  however,  are  ever  enlarging  in  a  con- 
stantly incre^ising  ratio  without  any  prospect  of  relief  from 
debt  or  the  securing  of  revenue  to  meet  the  demands  necessary 
for  projects  in  the  interest  of  the  health  and  well-being  of  the 
citizens.  The  States  themselves  and  the  cities  therein  are 
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called  upon  to  maintain  elaborate  boards  of  health,  systems  of 
sewage  disposal,  continually  increasing  requirements  of  educa- 
tional and  eleemosynary  institutions,  and,  over  and  above  all,  to 
cite  one  instance  of  development  to  an  extraordinary  degree  of 
magnitude  in  the  last  few  years,  the  imperative  demand  for 
good  roads  has  caused  au  expenditure  running  into  a  stagger- 
ing amount  of  money  in  the  aggregate  from  one  end  of  the 
country  to  the  other. 

"  Now  the  States  are  expressly  excluded  by  the  Constitution 
from  levying  duties  or  imposts,  and  are  obliged  to  resort  to 
the  various  well-known  forms  of  State  taxation  of  a  direct 
character.  The  Federal  Government,  under  the  doctrines  re- 
cently advanced  that  no  taxes  should  be  imposed  upon  articles 
of  consumption  and,  apparently,  that  as  little  revenue  as  pos- 
sible should  be  collected  from  imports,  encroaches  upon  the  field 
of  direct  taxation  belonging  to  the  States  and  abandons  a 
source  of  revenue  from  the  customhouse  to  which  the  Govern- 
ment has  tlie  exclusive  right.  This  seems  to  me  illogical  in 
principle  and  unfair  in  practice.  The  ultimate  effect  necessarily 
follovs'ing  is  that  the  State  revenues  wlli  be  greatly  limited,  if 
not  impoverished,  and  the  outlook  for  many  of  our  municipal- 
ities from  a  financial  point  of  view  is  not  very  hopeful." 

Mr.  PENROSE.  The  situation  now,  of  course,  is  very  much 
worse  than  it  was  in  1916,  when  direct  taxes  were  comparatively 
light.  If  the  Federal  Government  keeps  on  piling  up  taxes  and  in- 
fringing upon  the  tax  domain  of  the  States  one  result  must  in- 
evitably follow,  aud  that  is  that  the  Government  ultimately  will 
become  wholly  centralized  and  State  governments  will  become 
practically  abolished  or  rendered  ineffective  for  lack  of  revenue. 
Projects  like  road  building,  which  the  States  will  no  longer  be  able 
to  maintain,  will  have  to  be  assumed  by  tlie  Federal  Government 
and  the  whole  spirit  and  structure  of  American  institutions  will 
be  altered,  if  not  destroyed.  I  am  one  of  those  who  still  retain  a 
respect  for  State  sovereignty,  and  for  the  maintenance  of  the 
integrity  and  activities  of  tiie  States.  The  couotry  is  too  big 
now,  and  will  soon  become  very  much  too  big,  to  render  it  in  any 
way  safe  to  maintain  a  centralized  Government  over  our  con- 
tinental domain.  The  safety  valve  for  our  institutions  and  our 
development  is  to  be  found  in  the  maintenance  of  the  sovereign 
States  with  their  powers  and  jurisdiction.  These  questions  of 
vital  moment  must  be  met  at  an  early  date,  and  the  sooner  we 
meet  the  issue  by  dropping  from  Federal  revenue  lavv's,  as  a  pre- 
liminary of  good  faith  and  fair  purpose  tov/ard  the  States,  the 
Federal  taxes  on  inheritances,  the  quicker  will  the  Federal  Gov- 
ernment give  an  assurance  of  a  disposition  to  finally  adjust 
these  questions  of  divided  authority  upon  equitable  lines. 

The  Federal  Government,  of  course,  has  little  to  do  with  the 
transmission  of  the  estate.  The  heir  of  the  decedent  finds  his 
only  title  to  the  possession  of  the  estate  in  the  laws  of  the 
State,  and  he  only  secures  the  transmission  of  it  through  the 
courts  and  other  officials  of  the  State.  Hence,  this  tax  techni- 
cally and  preeminently  belongs  to  the  States,  and  if  we  are 
to  begin  upon  some  program  by  which  the  States  may  have  juris- 
diction over  some  taxable  matters,  not  interfered  v>ith  by  the 
Federal  Government,  let  us  begin  now  with  the  inheritance 
taxes,  where  tlie  justification  therefor  is  admitted  from  every 
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lefrnl  and  practical  point  of  view.  Moreover,  even  at  the  best,  the 
inheritance  taxes,  especially  if  heavy,  are  bad  from  an  economic 
point  of  view  becanse  they  are  a  tax  on  capital  and  not  on 
income,  and  it  is  generally  admitted  not  to  be  sound  policy  to 
tax  capital  but  only  income.  Moreover,  the  multiplication  of 
these  inheritance  taxes  tends  to  destroy  altogether  properties 
built  up  by  lives  of  hard  productive  effort  and  which  are  in-  - 
dustrially  essential.  The  tax  subtracts  from  the  capital  ac- 
count of  the  country,  and  if  carried  too  far  will  tend  largely 
to  destroy  any  incentive  for  individual  initiative  or  enter- 
prise. The  only  argument  I  have  heard  advanced  in  favor 
of  it  as  a  tax  for  tlie  Federal  Government  under  normal 
conditions  is  that  most  of  the  fortunes  in'  the  country  are  the 
result  of  gains  from  enterprises  scattered  all  over  the  country, 
but  if  this  is  to  be  an  argument  for  Federal  taxation  it  would 
apply  ecpially  as  well  to  the  owner  of  a  corner  lot  in  a  city 
or  to  a  farmer  who  sells  his  grain.  There  is  hardly  a  nmnici- 
pality  in  the  country  where  real  estate  values  are  not  increased 
by  the  general  growth  of  the  whole  country,  and  the  increase  of 
population,  and  clearly  the  western  farmer  sells  his  grain 
wherever  he  can  find  a  market,  and  his  farm  products  naturally 
increase  in  value  with  the  growth  of  populous  centers,  the  in- 
crease in  industry,  and  the  greater  demand  thereby  created. 
The  fact  is  tliat  if  tliere  is  any  justification  for  the  tax  at  all 
at  this  time  it  is  fimnd  only  in  the  argument  that  we  liave 
been  through  a  war  and  have  still  many  great  expenses  to 
meet,  due  to  demobilization,  and  the  Government  needs  the 
money.  Therefore,  these  taxes  may  be  temporarily  tolerateii 
even  if  they  do  come  on  top  of  State  taxes  already  in  many  cases 
large. 

I  am  calling  attention  to  tliese  facts,  and  I  suppose  that 
under  tlie  circumstances  these  taxes  will  remain  in  the  bill. 
Such  a  tax  was  iis«l  at  the  time  of  the  Civil  War  and  at 
the  time  of  the  Spanish  War  and,  as  I  have  said,  may  be  de- 
fensible on  the  gi-ound  of  the  war.  I  do  maintain,  however, 
that  if  there  is  to  be  any  tax  the  I'ate  should  depend  not  on  the 
size  of  the  estate  as  a  whole,  as  it  does  under  the  present  law 
and  in  the  House  bill,  but  so  far  as  possible  on  the  amount  of 
the  individual  share  of  each  person  participating  in  the  division 
of  the  estate.  The  new  inheritance  tax  plan  which  the  com- 
mittee has  worked  out  is  much  fairer  and  sounder  than  the 
estate  tax  plan  in  the  House  bill.  The  rates  adopted  in  the 
House  bill  mean  nothing  short  of  confiscation  and  destruction. 
To  pay  to  the  Government  40  per  cent  of  the  amount  of  an 
estate  would  often  mean  that  to  raise  this  amount  of  money 
the  other  60  per  cent  of  the  estate  would  have  to  be  sacrificed 
and  lost  altogether.  In  any  case  the  difficulty  of  settling 
an  estate  within  a  reasonable  time  after  the  death  of  the 
decedent  frequently  is  very  great  and,  in  some  instances,  nearly 
insurmoiuitable.  Undeveloped  enterprise,  largely  dependent 
npou  the  genius  of  the  promoter,  and  forming  a  consider- 
able part  of  a  large  estate,  not  to  mention  real  estate  and 
many  other  assets  which  can  not  be  immediately  disposed  of 
without  a  very  great  loss,  illustrate  in  a  general  way  the 
difficulties  encountered  in  bringing  about  any  settlement  in 
order  to  adjust  taxes  within  any  reasonable  period.  The  rates 
adopted  in  the  committee  amendment  are  more  of  an  approach 
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to  reason,  and  provision  lias  been  made  for  more  liberality  in 
the  time  of  paying  tliese  taxes. 

Public  institutions  and  charities  have  been  hard  hit  by  the 
war.  In  this  country  educational  and  charitable  institutions 
carry  on  in  a  large  measure  what  essentially  is  public  work. 
That  our  educational  and  charitable  institutions  have  been 
largely  founded  and  maintained  by  individual  gift  and  bequest 
has  been  widely  commented  upon  by  publicists  in  every  land. 
In  this  respect  we  differ  much  from  older  countries  where 
State  appropriations  have  largely  aided  in  this  work.  That 
in  the  United  States  they  have  been  built  by  private  enter- 
prise furnishes  a  peculiar  illustration  of  the  qualities  in  Ameri- 
can civilization  which  have  made  our  country  great.  Con- 
tributors to  these  institutions  have  been  remarkably  loyal  but 
under  war  conditions  and  with  the  high  rates  of  income  tax 
they  could  hardly  have  been  expected  to  have  done  as  well  as  in 
times  of  peace.  The  provision  of  the  committee  inheritance  tax 
amendment  exempting  from  tax  transfers  to  the  Government  or 
for  any  religious,  charitable,  or  scientific  purpose  is  to  be  com- 
mended particularly.  The  Government  of  the  United  States 
should  not  collect  a  cent  of  tax  by  reason  of  the  death  of  any  sol- 
dier or  sailor.  A  man  v/ho  dies  for  his  country  should  not  have 
to  divide  with  his  country  his  estate.  The  committee  amend- 
ment properly  exempts  the  property  of  soldiers  and  sailors. 

COJrSUMPTION  TAX. 

I  shall  refer  briefly  to  the  consumption  or  sales  tax,  so  that 
some  idea  may  be  had  of  the  character  of  tliese  schedules.  The 
committee  fortunately  found  that  the  financial  needs  of  the  Gov- 
ernment would  not  require  the  raising  of  ?S.0O0. 000,000  but  would 
be  satisfied  with  a  $6,000,000,000  bill.  This  reduction  to  rny  mind 
furnishes  a  very  striking  illustration  of  the  wisdom  of  the  delib- 
eration and  care  with  which  the  committee  considered  the  meas- 
ure. It  had  been  freely  predicted  by  the  Treasury  Department 
early  in  the  summer  that  imless  the  bill  passed  by  September  28 
the  liberty  loan  would  fail.  Instead  of  any  such  prediction  being 
fulfilled  the  loan  was  oversubscribed  and  the  taxpayers  of  the 
countiy  have  been  saved  $2,000,000,000  of  taxes,  which  would  liave 
been  imposed  upon  them  had  haste  beau  the  order  of  the  dav.  The 
-  fact  that  only  $6,000,000,000  was  found  to  be  required  after  the 
armistice  gave  the  committee  some  leeway  in  adjusting  many 
of  the  taxes,  although  the  opportunity  for  such  reduction  was 
not  so  great  as  would  appear,  because  the  revenue  loss  due  to 
prohibitory  legislation  was  estimated  to  amount  to  at  least 
.$1,000,000,000  for  a  full  year  after  prohibition  becom.es  effective ; 
but  even  with  this  circumstance  the  committee  was  able  to  do 
somethi!ig  to  relieve  the  burdens  of  the  bill.  The  committee  re- 
duced the  proposed  rates  on  tobacco  by,  roughly,  25  per  cent 
below  the  rates  in  the  House  bill.  Tobacco  is  a  recognized  sub- 
ject for  taxation,  and  has  been  one  of  the  stable  sources  of 
revenue  in  all  civilized  governments  for  many  years.  I  be- 
lieve the  rates  in  the  House  bill  had  been  raised  beyond  the 
maximum  revenue-producing  point  and  would  have  curtailed 
and  unsettled  the  industry.  More  revenue  will  be  raised  at  the 
reduced  rate,  on  account  of  the  greater  consumption. 

The  committee  struck  out  the  new  tax  on  gasoline,  and  left  to 
the  States,  which  maintain,  the  roads,  many  of  v,riiich 
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Iwre  been  destroyed  by  the  use  of  Government  trucks  and 
vehicles,  the  field  of  the  automobile  license  tax.  The  committee 
further  eliminated  the  20  )>er  cent  tax  on  many  articles  of  cloth- 
ing and  apparel.  As  a  further  example  of  the  committee's  reduc- 
tions, the  tax  on  the  manufacture  of  automobiles  was  made  5 
per  cent  instead  of  10 ;  on  pianos  and  organs,  5  per  cent  instead 
of  10 ;  on  chewing  gum,  3  per  cent  instead  of  6,  while  the  tax  was 
entirely  struck  out  on  some  of  the  proposed  new  subjects  of  tax- 
ation, such  as  contained  in  section  905. 

The  connnittee,  on  the  other  hand,  retained  the  3  per  cent 
tax  on  freight  charges,  the  8  per  cent  tax  on  passenger  charges, 
the  10  per  cent  tax  on  admissions  and  dues,  and  not  only 
retained  but  increased  somewhat  the  taxes  on  certain  lines  of 
manufacture  while  retaining  the  stamp  taxes  and  increasing 
some  of  the  miscellaneous  special  taxes  on  different  occupa- 
tions. This  course  seemed  wise  and  just.  When  tlie  Govern- 
ment comes  to  raise  billions  by  taxation  it  is  essential  that  it 
rely  upon  more  than  one  method  of  taxation.  Just  now  the 
tariff  can  not  play  the  part  it  did  in  former  times.  Taxes 
on  .sales,  freight  bills,  and  theater  tickets  do,  however,  operate 
to  spread  out  this  tax  burden.  When  the  attempt  is  made  to 
raise  by  tax  on  incomes  .'};4,600,000,000  a  very  great,  if  not  too 
much  reliance  and  weight  are  put  on  one  form  of  taxation.  Con- 
tinued for  more  than  one  year  such  rates  of  tax  would  endan- 
ger the  whole  social  and  industi'ial  fabric.  It  is,  therefore, 
absolutely  essential,  in  my  judgment,  to  use  and  retain  beside 
the  income  tax  other  methods  of  raising  the  enormous  amount 
of  revenue. 

MEASURE  RESULT  OF  CAREFUL  THOUGHT. 

I  have  already  referred  to  the  admirable  cliaracter  and  work 
of  the  Tax  Advisory  Board.  Other  administrative  features 
also  received  careful  study  by  the  committee.  Every  eifort 
was  made  to  make  the  law  clear,  and  capable  of  prompt  and 
just  enforcement.  Of  course,  I  do  not  maintain,  as  I  have 
already  stated,  that  this  measure  is  by  any  means  perfect.  I 
do  say,  however,  that  it  has  received  more  careful  thought  by 
far  than  any  previous  internal  revenue  bill  in  this  country, 
and  that  it  is  more  clearly  and  consistently  drafted,  and  sup- 
plied with  wiser  adraiu'strative  provisions  than  any  other  meas- 
ure. I  can  not  disguise  the  fact  that  I  feel  anxious  as  to  the 
effect  upon  the  country  of  the  attempt  to  apply  such  higher 
rates  of  income  and  profits  taxes  as  are  provided  in  this  bill. 
It  is  to  be  remem])ered  that  all  this  weight  of  Federal  tax- 
ation comes  on  top  of  the  enormous  levies  of  State,  municipal, 
and  other  taxation,  the  burden  of  which  I  had  occasion  to 
refer  to  at  length  during  the  consideration  of  past  revenue 
bills  in  this  body.  Yet,  in  their  application  upon  incomes  and 
profits  for  the  war  year  the  only  limit  to  Federal  rates  that  I 
recognize  is  dictated  by  the  necessity  of  preserving  our  idus- 
trial  fabric  from  stagnation  and  even  desti-uction.  With  the 
demobiiii^ation  of  our  Army  and  the  return  of  our  2,000,000 
soldiers,  it  is,  of  course,  imperative  to  maintain  industrial 
activity  unimpaired,  if  only  for  the  purpose  of  furnishing  em- 
ployment. My  belief  is,  however,  that  the  collection  of  such 
taxes  for  the  past  year  only,  at  the  rates  fixed  by  the  bill, 
will  pi'obably  in  most  cases  not  injure  or  destroy  the  business 
06S41-191C1  •  • 


29 


or  financial  structure,  although  ruin  would  result  from  a  cott- 
tinuance  of  such  rates  in  future  years. 

I  am  also  convinced  from  interviews  and  communications  on 
the  part  of  several  thousand  taxpayers  from  all  sections  of  the 
country  during  the  consideration  of  this  bill  that  the  great 
body  of  intelligent  and  patriotic  business  men  and  taxpayers 
throughout  the  land  are  willing  to  accept  these  rates  and  desire 
the  measure  passed.  I  have  never  heard  a  suggestion  or 
utterance  from  them  which  was  not  keyed  in  the  note  of 
highest  patriotism  and  willingness  to  nial^e  every  sacrifice. 
The  war  has  terminated  with  success  far  beyond  our  expecta- 
tions. The  taxpayers  of  the  country  will  experience  the  pa- 
triotic satisfaction  that  the  revenue  which  they  will  pay  will 
have  gone  toward  contributing  to  this  success.  They  know 
that  the  manhood  of  the  country  has  paid  a  price  infinitely 
beyond  any  that  can  be  measured  in  money,  and  they  are  willing 
for  the  year  of  the  war  to  show  some  of  that  spirit  of  sacrifice 
which  has  animated  and  distinguished  our  Army. 

TAUIPF  ASPECTS. 

I  have  not  touched  upon  the  tariff  question  in  my  effort  to 
explain  as  concisely  as  may  be  my  views  upon  the  bill.  My 
chief  difficulty  has  been  to  condense.  Tlie  materials  at  hand  are 
so  voluminous  and  the  subject  of  such  an  encyclopaedic  charac- 
ter, involving  questions  which  strike  at  the  very  roots  of  the 
industrial  system,  that  it  would  be  impossible  within  any  rea- 
sonable limits  to  discuss  tliese  questions  in  the  way  I  would  like 
and  as  their  vital  character  would  justify.  They  are  full  of  sig- 
nificance and  interest,  fraught  with  importance  to  our  reconstruc- 
tion program,  but  tlieir  fuller  discussion  must  await  another 
day.  I  will  say,  however,  that  it  was  obvious  to  every- 
one, including  consistent  protectionists,  that  in  tlie  revenue  bills 
coming  up  for  consideration  since  the  beginning  of  the  war  in 
Europe  it  has  been  impracticable  to  consider  a  protective  tariff. 
Tlie  whole  world  has  been  upset  and  the  normal  course 
of  trade,  domestic  and  international,  has  been  diverted 
from  its  natural  channels.  To  have  raised  a  portion  of  the 
revenue  by  a  general  ad  valorem  or  specific  duty  on  imports 
would  not  have  contributed  any  substantial  amount  of  revenue 
compared  with  the  vast  sums  required,  and  naturally  would 
have  caused  grave  embarrassment  to  those  engaged  in  manufac- 
tures into  which  these  imported  products  entered.  Further,  in 
the  midst  of  these  upset  conditions  and  in  the  limited  time  per- 
mitted for  providing  for  our  urgent  financial  needs,  together 
with  the  diversity  of  opinion  which,  naturally,  prevailed  in  the 
last  three  Congresses  as  constituted,  it  seemed  obvious  to  every- 
one that  it  would  be  impossible  to  carry  out  a  protective  tariff 
scheme  by  levying  a  compensatory  duty  all  along  the  line  up  to 
the  finished  product,  without  which  a  protective  tariff  is  injuri- 
ous and  destructive. 

Hence,  I  think  nearly  everyone  conversant  with  the  situation, 
no  matter  how  consistent  and  strong  his  theories  on  protection 
for  American  capital  and  labor  have  been,  has  exhibited  com- 
mon sense  and  conservatism  in  not  even  attempting  the  discus- 
sion of  these  questions.  The  country  has  submitted  cheerfully 
to  a  very  heavy  burden  of  taxation  new  and  without  precedent, 
and  not  alleviated  by  revenues  which,  ordinarily,  would  come 
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from  the  customhouse.  But  I  want  to  refer  in  passing  to  the 
fact  tliat  had  it  not  been  for  the  protective  policy  of  the  United 
States  for  a  period,  with  sliglit  interruption,  of  nearly  60 
years  we  would  not  have  had  established  that  vast  industrial 
system,  built  upon  lirm  foundations,  capable  of  meeting  every 
requirement,  and  which  has  enabled  us  to  furnish  promptly  to 
an  increrlible  extent  the  munitions  of  war  for  the  allies  and  for 
ourselves.  It  is  well  to  pay  a  passing  tribute  to  the  splendid 
achievements  in  the  field  of  American  industry  and  to  express 
the  hope  that  at  the  proper  time  a  tariff  system  will  be  adopted 
which  will  maintain  all  American  activities  intact  and  pros- 
perous from  one  end  of  the  country  to  the  other. 

INDUSXEIAL   IIKJUT   DEVELOPED   TIIEOCGH  TARIFF. 

Next  to  our  armies,  the  industrial  might  of  America  won  the 
war.  We  must  continue  the  same  policy,  especially  as  to  war 
essentials,  hut,  after  all,  everything  is  essential  that  contributes 
to  our  economic  indepeuilence  if  we  are  to  he  prepared  for  war. 
I  take  it  that  hereafter  almost  everybody  will  advocate  a  proper 
protective  tariff  for  the  reconstruction  and  preparedness  of  the 
American  people.  In  this  legislation,  however,  we  must  await 
developments  and  be  prepared  to  maintain  America's  industrial 
independence  and  uphold  American  standards  of  civilization  as 
ag;iinst  all  the  world.  We  must,  above  all,  in  coming  to  our 
final  conclusions  on  a  fiscal  policy,  reduce  expenses.  Economy 
nuist  l>e  the  watchword ;  curtailment,  retrenchment,  and  careful 
legislative  checks  on  expenditures  must  be  the  practice.  We 
must  demobilize  our  armies  to  the  lowest  limit  of  our  continuing 
responsibilities.  We  must  return  to  our  national  and  hereditary 
vocation.  All  commerce  and  industry,  prompted  as  they 
may  be  by  ambition  for  pei'sonal  gain,  profit,  and  advance- 
ment, ultimately  and  really  constitute  the  development  of  tha 
arts  and  sciences,  the  elevation  of  the  standards  of  men  and 
women,  the  promotion  of  civilization,  and  the  achievement 
thi-ough  peaceful  channels  of  the  destiny  of  the  human  race. 

EARLI    PA.SSAGB   OF   BILTj  URGED. 

Undoubtedly  many  defects  in  the  bill  will  have  to  be  provided 
for  by  remedial  legislation  in  the  future  based  on  experience. 
It  seems,  however,  to  he  the  best  measure  that  can  be  had  at 
this  time  and  unquestionably  it  is  better  than  any  preceding 
law.  It  is  earnestly  to  be  hoped  that  the  bill  will  pass  promptly. 
The  suggestion  has  been  made  that  if  it  fails  perhaps  the 
situation  can  be  met  by  amending  the  present  law  for  war- 
profits  taxes,  which  procedure  might  meet  the  requirements. 
The  fatal  difficulty  of  this  suggestion  is,  however,  that  the  very 
valuable  relief  provisions  in  the  pending  bill  would  be  lost. 
These  provisions  are,  in  my  opinion,  of  inestimable  value,  and  the 
more  the  taxpttyer  comes  to  know  their  full  effect  the  more  satis- 
faction he  will  feel.  Moreover,  it  must  be  borne  in  mind  that  tax- 
ation has  reached  its  peak.  It  is  hoped  that  hereafter  revenue 
bills  will  provide  for  steadily  decreasing  taxes.  Profits  taxes 
ought  to  steadily  decrease  and  very  soon  disappear,  and  sufficient 
revenue  for  the  conduct  of  the  Government  ought  to  be  raised 
Jjy  a  system  of  flat  income  taxes. 

Mr.  President,  I  have  detained  the  Senate  longer  than  I  had 
intended,  yet.  as  I  have  said,  it  is  extremely  difficult  to  know 
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■where  to  stop  or  how  to  condense  ou  a  subject  so  absorbing  and 
comprehensive  as  is  this  revenue  question. 

AMERICAN    DEMOCRACY    MET   EVERY    REQUIREJIEXT    OF  ^VAR. 

I  should  lilte  to  say  in  closing,  however,  that  when  we  con- 
,sider  how  successfully  we  have  gone  through  this  waj-  v>-e  can 
approach  the  future  in  full  confidence,  notwithstanding  the 
many  difficulties  confronting  us.  V\'ho  can  fail  to  be  impressed 
with  the  magnificent  way  in  which  the  American  democracy  has 
met  every  requirement?  The  united  strength  of  the  country 
has  supported  the  war.  We  had  in  our  midst  elements  from 
almost  every  nation  in  the  world,  many  affiliated  by  ties  of 
blood  and  even  birth  with  the  nations  with  whom  we  were  at 
war.  and  yet,  notwithstanding  a  vigorous  and  extensive  enemy 
propaganda,  especially  among  our  alien  population,  the  extent 
of  disloyalty  and  disaffection  has  been  quite  small.  In  many 
of  our  largest  munitions  plants — I  know  it  is  the  case  in  Penn- 
sylvania, and  I  believe  it  is  so  elsewhere — a  great  propor- 
tion of  the  v\'orkers  came  £i"om  enemy  countries  and  they  have 
l)een  among  the  mo.st  loyal  and  devoted.  In  fact,  it  would 
seem  as  if  the  great  bulk  of  these  people,  perhaps  not  all  of 
them  as  yet  absorbed  in  what  is  called  the  American  crucible, 
fully  realize  the  value  of  the  civil  and  religious  liberty  which 
they  came  here  to  enjoy.  They  have  not  only  filled  our  munitions 
plants,  but  they  have  been  found  in  full  share  in  our  Army. 

Public  sentiment  has  dictated  the  general  policy  of  the  war. 
It  is  a  long  journey  from  being  too  proud  to  fight  through  the 
transition  period  of  peace  without  victory  to  the  unconditional 
surrender  and  the  arnjistice.  Volunteer  boards  composed  of 
our  greatest  men  in  industry  and  finance  have  saved  a  situation 
which  otherwise  would  have  been  marked  by  inefficiency. 

Perhaps  the  most  notable  achievement,  exciting  the  astonish- 
ment of  other  countries,  was  our  ability  to  pass  the  conscrip- 
tion law  ^^'lthin  a  few  weeks,  a  proposition  abhorrent  to  every 
American  tradition  and  sentiment,  yet  cheerfully  acquiesced  in 
and  carried  out  while  England  only  partially  applied  conscrip- 
tion, Australia  failed  altogether,  and  Canada  only  succeeded  at 
a  recent  period  in  the  war.  In  lesser  detail  many  false,  economic, 
and  ill-advised  methods  were  adopted,  and  autocratic  powers 
unwarranted  were  exercised  to  the  hax'rassment  and  vexation 
of  the  business  world  and  most  of  the  people.  Yet  the  robust  and 
sturdy  strength  of  the  American  body,  politic  and  industrial, 
withstood  the  bandages  and  panaceas  of  cjuacks  and  theorists, 
and  was  strong  enough  to  achieve  victory  regardless  of  obstacles. 

In  view  of  the  splendid  achievements  of  a  united  people, 
brought  about  by  an  appeal  to  their  intelligence  and  their  patri- 
otism, every  American  can  exi^erience  restored  confidence  in 
the  competence  of  an  enligiiteued  and  intelligent  democracy,  and 
need  have  no  fear  that  in  this  country,  at  least,  there  will  at  any 
time  arise  conditions  in  any  way  approximating  those  existing 
elsewhere,  but  that  we  will  be  fully  able  to  solve  the  problems  to 
come  in  the  same  intelligent  and  patriotic  fashion  in  which  we 
have  succeeded  in  meeting  the  issues  under  the  stress  of  the  war. 
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